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A RE-EVALUATION OF THE “SCARCITY ” POSTULATE 
IN THE LIGHT OF RECENT THEORETICAL 
DEVELOPMENTS IN THE SOCIAL SCIENCES* 


introduction 


For a great many years the “scarcity” postulate in economic theory 
has continued to evoke a series of acrimonious debates within the 
economics profession. On the one hand, followers of the “ Institu- 
tionalist School” have tended to deride it on the grounds of its “ abs- 
tractness,” lack of “realism,” and claims to “ universality” while, on 
the other, members of the more populous and “ orthodox” school of 
economic analysis have viewed it as a powerful tool in the study of 
allocational problems.’ The former have advocated the scrapping of 
the theory in its entirety and have been led by their stand in the 


*At the outset, the writer would like to take this opportunity to thank 
Professor Karl Polanyi, Director of Columbia University’s “ Interdiscipli- 
nary Project on Economic Aspects of Institutional Growth” for his helpful 
comments of an earlier draft of this paper. The writer also wishes to thank 
Professor Talcott Parsons, Chairman of the Department of Social Rela- 
tions at Harvard University, with whom he had an opportunity to converse 
and exchange ideas while attending that institution on a Fund for the 
Advancement of Education faculty grant during the academic year, 1955- 
56. Needless to say the particular formulations employed are those pecu- 
liar to the author who, in sifting and evaluating constructs in the other 
social disciplines, chose those which seemed to him most relevant to the 
immediate undertaking. Therefore, it is the writer and the writer alone 
who accepts full responsibility for the contents of this paper. 

‘For a sampling of the views of the leading members of the “ Insti- 
tutionalist School,” see Thorstein Veblen’s, “Why is Economics Not an 
Evolutionary Science?” Quarterly Journal pf Economics, 1898; “ The 
Preconceptions of Economic Science,” ibid., 1899-1900 ; “ Professor Clark’s 
Economies,” ibid., 1908 ; “ The Limitations of Marginal Utility,” Journal 
of Political Economy, 1909; John R. Commons, Legal Foundations of 
Capitalism (New York: The Macmillan Co., 1927) ; Myself (New \ork : 
The Macmillan Co., 1936); and the early Wesley C. Mitchell’s Business 
Cycles (Berkeley : University of California Press, 1913). On the other 
hand, the opinions of the majority “faction” can be found in aimost any 
good introductory tex-book in economics and price theory. 


R. Cambray & Co. Private Lita. 
CALCUTTA. 
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matter to adopt a rather extreme position of cultural or institutional 
relativism in most instances? while the letter, explicitly or implicitly, 
have felt their hypothesis to be of such merit as to have explanatory 
relevance in the processes of resource allocation regardless of the 
particular form of social organization under observation. In the latter 
connection, it could equally well be applied to the study of primitive 
production, distribution and exchange, or to the analysis of planned 
and underdeveloped economies as it could to that of a competitive 
market system. In recent years, cultural anthropologists have taken 
up the cudgels, dividing themselves on one or the other side of the 
economists’ fence.* And even some sociologists, emboldened by this 
seeming display of bad manners among their economic brethren, have 
felt free to add their voices to the discussion.* In the light of the 
controversies stirred up and the importance of the problem, this paper 


One of the few exceptions to this statement is Professor Clarance 
Ayres. While he has thoroughly discounted the role of price theery (See, 
Papers and Proceedings of the American Economic Association, May, 1951, 
p- 50), at the sametime he has attempted so to combine the ideas of John 
Dewey and Veblen as to evolve an instrumental theory of value having 
universal applicability. See his, The Theory of Economic Progress (Chapel 
Hill: The University of North Carolina Press, 1944), pp. 205-30. On 
the other hand, Professor Witte, in defending the position of the institu- 


tionalists against the attacks of the price theorists, takes the ore typical 


“ 


approach when he states: “.. . the institutionalists do not regard eco- 
nomic laws to be timeless and placeless . . . they seek not universal natural 
laws but solutions applicable to a particular time, place, and sitwation.” 
“Institutional Economics as Seen by an Institutionalist Economist,” The 
Southern Economic Journal, Vol. XXI, No. 2 (October, 1954), p. 134. 

* See, Melville Herskovits, Economic Anthropology: A Study in Com- 
parative Economics (New York: Alfred A. Knopf, 1952) ; D. M. Good- 
fellow, Principles of Economic Sociology (Philadelphia : P. Blakiston’s Son 
and Company, Inc., 1939) ; Raymond Firth, Primitive Polynesian Fconomy 
(London : George Routledge and Sons, Ltd., 1939) ; Bronislaw Malinowski, 
Argonauts of the Western Pacific (London: Routledge and Kegan Paul, 
Ltd., 1922); Margaret Mead, ed., Co-operation and Competetion Among 
Primitives Peoples (New York : McGraw-Hill Book Company, Inc., 1937) ; 
and Ruth Benedict, Patterns of Culture (Boston : Houghton Mifflin Com- 
pany, 1934) for a spectrum of ideas ranging, in the case of Herskovits, 
from an extreme defense of “ economizing” behaviour and the maximiza- 
tion principle under primitive conditions to an espousal by Benedict of the 
uniqueness of all configurational patterns in the analysis of primitive cultures. 

* The classic formulation in economic sociology is to be found in Part 
I of Max Weber’s Wirtschaft und Gesellschaft, translated into English by 
A. M. Henderson and Talcott Parsons under the title, The Theory of Social 
and Economic Organization (New York : Oxford University Press, 1947), 
pp. 158-319. Other and more recent references will be found in succeed- 


ing sections of the paper. 
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attempts to examine critically the significance and scope of the “ scar- 
city” postulate at the same time drawing upon recent theoretical deve- 
lopments in the other social sciences. The results are such that, if 
valid, should force a serious reconsideration of the problem by all 
members of the opposing camps. 


Frame of Reference 


Advocates of modern price theory define the economic rroblem as 
the study of the principles governing the allocation of scarce means 
among competing ends when the objective of the allocation is to 
maximize the attainment of the ends. According to this view, eco- 
nomics is concerned with that particular aspect of behaviour which 
arises from the scarcity of given means to achieve given ends, i.e., it 
is concerned with economical action. The allocation of scarce means 
so as to maximize ends may be subsumed under the heading of 
“rationality” and clearly presupposes action on both the personality 
and social system levels. The implicit assumption of viewing all ob- 
jects in the situation, human and non-human, as means and never as 
ends in themselves may be termed “instrumentalism.” Such action 
is oriented to the attainment of an end or goal outside of the imme- 
diate situation itself. Further, it is implicitly assumed that the ends 
of preferences of individuals are random, i.e., the theory says nothing 
about the relations among the goals of the individual actors. While 
utility analysis attempts to provide an ordered relationship among 
intrapersonal preferences, it does so only by abstracting from the 
individual’s social relationships and the normative structure of the soci- 
ety, or its commonly accepted goals and rules of behaviour. A 
common tendency in the past has been to “ biologize” the goals by 
introducing such non-economic concepts as psychological hedonism. 
By so doing, it could then be inferred that the system was kept going 
by the “rational pursuit of self-interest” on the part of egoistically- 
oriented individuals and, in this manner, give the conceptual scheme 
an appearance of universal] applicability which it might not have had 
otherwise.* 


The “ Scarcity” Postulate and the Problem of Verification* 
It should be noted first of all that the formal meaning of eco- 


nomics as the “allocation of scarce means among competing end so 
as to maximize net satisfactions” derives from the rules of logic and 


* Wilbert E. Moore, Economy and Society (Garden City : Doubleday 
and Company, Inc., 1955), pp. 7-8. 

* See Professor Machlup’s excellent article on the subject, “ The Problem 
of Verification in Economics, “ The Southern Economic Journal, Vol. XXII, 
No. 1 (July, 1955), pp. 1-21 ; also Henri ‘ Poincare,’ “ Science and Hypo- 
thesis,” The Foundations of Science (New York : The Science Press, 1929). 
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is, therefore, the “free creation of the human intellect” rather than 
arising necessarily from the facts of nature. That people act ratio- 
nally, attempt to make the most of their opportunities within certain 
situations, and arrange their preferences in some consistent and liier- 
archial order are fundamental assumptions or high-level generaliza- 
tions within the conceptual framework of economic theory. By the 
use of such abstract and “ high-powered” axioms or principles logical 
relations, in turn, are deduced which, along with some necessary factual 
assumptions, then serve as the core from which conclusions can be 
inferred. Thus the principles of economic theory are not different 
from the principles in any of the physical and biological sciences which 
employ such abstract concepts as “mass,” “force,” “ genes,” 
“ motion,” etc. Such concepts are by their very nature mertal con- 
structs and are not, however they may appear, uniquely determined 
by the realities of the external world. Furthermore, since ends are 
assumed to be infinite and since the means capable of satisfying them 
have alternative applications, the latter are always scarce relative to 
the ends themselves. Therefore, rational activity consists of maximiz- 
ing such diverse and graded ends with the least expenditure of the 
scarce means and this, in turn, necessitates deliberate choice among 
the alternatives open in the situation. Consequently, and within the 
frame of reference of the theory, the economic aspect of behavior is 
“an aspect universal to all behavior insofar as it is purposive.”’ 


Insofar as formal economics is indeed a system of universal 
a priori truths stemming from pure reason, it is not open to any direct 
verification or refutation on the grounds of experience or sense ob- 
servation. Even if it is argued that the assumptions of economic 
theory are “assumptions involving in some way simple and indis- 
putable facts of experience,”* they are still not capable of independent 
testability since they derive from inner, non-objective experience. If 
this were all that economic science purported to be, it would be noth- 
ing more than a generalized set of axioms and relations subject only 
to the same types of deductive criticisms as to its internal logical con- 
sistency as are to be found in the field of pure mathematics. How- 
ever, economic theory is not content with such a purely formal role 
but in its applied sphere wishes to combine its high-powered abstrac- 
toins with those of a lower order of generality and empirical relevance 
in order to have the former serve as an instrument of explanation or 
prediction of events in the “real” world. This, in turn, necessitates 
the use of operational categories which are empirically verifiable 
through correspondence with sense data so that the main principles 


’ Frank H. Knight, “ Anthropology and Economics,” Journal of Poli- 
tical Economy, XLIX (April, 1941). This article has been reprinted in 
Herskovits’ book, op. cit., Appendix, p. 512. 

* Lionel Robbins, An Essay on the Nature and Significance of Eco- 
nomic Science (2nd ed. ; London : The Macmillan Co., Ltd., 1946), p. 78. 
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can be identified with such data and then used to predict occurrences 
which can be observed. Therefore by means of various cperations 
the “free creations of the human intellect” can be attached to sense 
data and the operational categories are then capable of being com- 
pared with such data so that the correspondence or “ fit” between the 
theory and data can be checked. While the axioms are purely con- 
ventional and, as such, say nothing about observable fact they would 
remain forever sterile if it were impossible to identify the concrete 
phenomena to which they are supposed to apply. Science requires, 
therefore, that “concepts be defined by a series of operations which 
permit the sensory perception and identification of the phenomena 
referred to by these concepts.”® In this way, a bridge is formed bet- 
ween the a priori nature of the theory and its empirical appendages. 
While the fundamental assumptions are always correct, the lower-level 
generalizations predicting the results of assumed changes in terms of 
the events which are supposed to follow are independently verifiable 
and their non-refutation apply to the theory as a whole. 


Economic Theory and Economic Theorists 


It goes without saying that the vast majority of economists, in- 
cluding economic theorists, have refused to bound by the purely formal 
definition of economics. Instead they have been interested in the ex- 
planation and prediction of economic phenomena and so have applied 
its principles to an economy of a definite type, namely, the competi- 
tive market system of the West. The success of economic analysis 
as an explanatory device in the study of resource allocation in such 
an economy has led many of them to feel, explicitly or otherwise, 
that economic theory can be applied to most other economies with 
similar useful results. In reasoning so, however, they have been as 
guilty as the institutionalists and ultra-empiricists whom they criti- 
cize in confusing the universality of the logical construct with its 
empirical usefulness. As has already been noted, the latter is not only 
a function of the major axioms employed but also of their derivatives, 
the latter being identifiable with those empirical conditions of the 
economy under analysis. Thus while the institutionalists have been 
criticized for their lack of methodological sophistication by the adher- 
ents of price theory, the latter have been guilty of “ universalizing ” 
conditions which may not exist at other times and places, or exist in 
different configurational settings."° Even such an outstanding cultural 


*James D. Thompson, “On Building an Administrative Science,” 
Administrative Science Quarterly, Vol. I, No. 1 (June, 1956), p. 105. 

1°For some representative statements in this regard, sce Robbins, 
op. cit., pp. 19-20; Benjamin Higgins, What Do Economists Know ? 
(Victoria: Melbourne University Press, 1951), p. 6; Kenneth E. Bould- 
ing, Economic Analysis, (3rd ed. ; New York : Harper and Brothers, 1955), 
pp. 7-8 ; and George J. Stigler, The Theory of Price (rev. ed. ; New York : 
The Macmillan Company, 1952), pp. 1-2. 
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anthropologist as Herskovits, e.g., lends the weight of his authority 
to the “scarcity postulate by endorsing its universality and empirical 
significance. Thus he states: “In any society ... ‘the adapiation 
of means to ends and the “economizing” of means in order to maxi- 
mize ends’ are a fundamental problem.”** In the light of such state- 
ments, therefore, it becomes necessary to understand just what insti- 
tutional conditions are a prerequisite for “ economizing ” to take place 
if the discipline of economic analysis is to have explanatory and pre- 
dictive value. In other words, the scope of such action must be 
delimited in terms of the configurational context which gives it mean- 
ing. Once this is done, one can examine briefly various types of eco- 
nomic system with a view to delineating those areas where economic 
analysis is practically relevant. 


Institutional Conditions‘* 


For economic theory to serve as a powerful tool of analysis, two 
major sets of conditions appear to be essential. In the first place, the 
culture must be such as to lay great stress upon “ economizing” 
behaviour. Thus economic rationality becomes that value system 
appropriate to the economy as a sub-system of the society ; it is insti- 
tutionalized in the economy and internalized in personalities in their 
economic roles."* In a society which institutionalizes “scarcity,” 


“Herskovits, op. cit., p. 62. For a critique of Professor Fierskovits’ 
position by one of the few contemporary economic theorists who has under- 
stood the theory’s limitations, see Knight, op. cit. See also the writer’s, 
“Economic Methodology and the Significance of the Knight-Herskovits 
Controversy,” The American Journal of Economics and Sociology, Vol. XII, 
No. 2 (January, 1953), pp. 201-10. 

12For the rationale behind some of the statement made in this and 
succeeding sections, see Talcott Parsons, The Social System (Glencoe : The 
Free Press, 1951); Parsons, “The Motivation of Economic Activities,” 
Essays in Sociological Theory (rev. ed., Glencoe: The Free Press, 1454), 
pp. 50-68 ; Parsons and Neil Smelser, Economy and Society, (Glencoe : The 
Free Press, 1956) ; Moore, op. cit.; Marion J. Levy, Jr., The Structure of 
Seciety (Princeton : Princeton University Press, 1952) ; Herskovits, “ The 
Problem of Adapting Societies to New Tasks,” in Bert F. Hoselitz, ed., 
The Progress of Underdeveloped Areas (Chicago : The University of Chicago 
Press, 1952), pp. 89-112; and Karl Polanyi, Conrad M. Arensberg, and 
Harry W. Pearson, eds., Trade and Market in the Early Empires (Glencoe : 
The Free Press, 1957). 

18 An institution is hereby defined as a system of norms or valuss, i.e., 
rules of conduct regulating behavior. Value refers to any item of a culture 
which makes a statement about action and, at the same time, possesses 
these major features: (1) selection of alternatives, and (2) category of 
desirable. A role is an organized pattern of performances and rewards orga- 
nized around the actor in the social system under examination. It involves 
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economic interaction will take place in the context of maximizing 
net advantages. For this type of orientation to prove effective, how- 
ever, a second set of conditions becomes imperative, namely, that the 
economy as that sub-system of the society producing utilities or 
generalized facilities for disposal by the latter must be divorced from 
the other social structures which are organized primarily by the insti- 
tutionalization of patterns other than those of the economy as, ¢.g., 
with the nuclear family in contemporary society. This is absolutely 
essential since the individual is incorporated in roles other than the 
occupational one where immediate gratifications and group attach- 
ments are very important. Unless such orientations can be effectively 
excluded from an occupational system stressing instrumental behavior, 
the latter cannot develop to a high degree of specialization. Thus, 
e.g., the constitution of the kinship system on the basis of biological 
relatedness at once narrowly limits the relevance of achievement and 
efficiency patterns. It is out of the question for a role system stress- 
ing choice and “ scarcity” to be effective when fused with or embedded 
in a kinship structure whose goals and values emphasize such imme- 
diate gratifications as love and loyalty and familial obligations and 
segregation of the former from the latter becomes all the move ncces- 
sary if one remembers that freedom of mobility is essential to its 
proper functioning.’* Similarly there must be a separation of the 
economy and economic roles from the political structure with its 
emphasis upon power and authority and their allocation. Obviously 
maximum economic efficiency is incompatible with a social structure 
geared to influencing and controlling the actions of individuals and 


a set of complementary expectations concerning his own actions and those 
of others with whom he interacts. 

Through the family, education, and the other socialization processes 
values become integral parts of personality systems while, at the same 
time, they serve as the main content defining social role obligations. In 
other words, they state in general what is expected of persons in different 
social situations and what the consequences of conformity or deviance will 
be. Given complete institutionalization, the “binding in” process is such 
that what people desire tends to correspond with what others expect them 
to do. 

* Thus, attention to matters of economic efficiency per se coviously 
was impossible in those agricultural societies of antiquity where most, if 
not all, economic activity centered around the household and where familial 
values predominated over considerations of production maximization. Under 
such conditions, economic inefficiency could not and was not employed as 
a rationale for turning children off the land by their elders at the same 
time hiring more productive workers in their stead. Similarly, the family- 
run business of medieval times was not the most efficient type of economic 
organization. Nevertheless the son or son-in-law who eventually inherited 
and directed it was not dismissed on the grounds of potential or actual 
business ineptitude. 
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where evaluation of such individuals takes the form of assessing their 
contributions to political goals rather than to purely technical achieve- 
ments.** Only when both sets of conditions are met can the high- 
level generalizations of economic theory be combined with those of 
a lower and more factual nature to produce an empirically useful 
discipline. Should either or both of these conditions be absent. eco- 
nomic theory can serve only a “criterion” function by measuring any 
going society’s disposal of resources against its own logical and abs- 
tract standards of what would constitute a “rational” allocation. 


Economic Theory and the “ Competitive” Economy 


It can readily be seen that the basic factual conditions necessary 
for economic theory to perform an empirically useful function would 
tend to be approximated in an economy where the dominant form of 
integration was that of exchange with its concomitant market struc- 
ture, and where the institutional framework included at the very least 
the enforcement and regulation of competition, the minimization of 
the use of force and fraud, and the enforcement of norms governing 
the division of labour, the allocation of property rights and the distri- 
bution of goods and services. And the culturally approved and market- 
sanctioned acquisitiveness of such an order would provide an economy 
in which the production and distribution of goods and services was 
controlled, regulated and directed by contracts and markets. Thus the 
institutional conditions would so function as to integrate the “ isolated 
economic act or the particular economic organization into the fabric 
of the normative order of society” and would so define the economic 
Situation that egoistic action would also fulfil “the expecta- 
tions of society.”** Given these institutional prerequisites, the market 


** Thus a young defector to the West from the Soviet ™'nion who 
served for a time as Chairman of a local collective farm relates the follow- 
ing anecdote: “In the spring the source proposed to sow beets on a 
certain date, in accordance with orders which he had received from the 
district party committee. Some of the older peasants warned him, say- 
ing: ‘Son, they will die. The land is cold.’ The agronomist at the 
farm confirmed this. So the source ordered ten hectares sown in beets at 
the date specified, but waited eight days before sowing the rest. The 
older peasants proved right. The early plantings died. The district com- 
mittee had ordered the earlier planting date because it wanted to announce 
that sowing had been finished earlier than the year before.” ‘“ The Soviet 
Union as Reported by Former Soviet Citizens,” U.S. Department of State, 
External Research Staff, Office of Intelligence Research, Interview Report 
No. 19 (September, 1957), p. 5 

*® Moore, op. cit., p. 18. It should be noted that institutionalization 
of such behavior is markedly different from attributing it to any innate 
propensities of the human organism. The former approach stresses the 
cultural relativity of such behaviour ; the latter implies its universality as 
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system would not be just a means of exchanging goods ; it would func- 
tion as the integrating mechanism for producing and allocating utili- 
ties throughout the whole society of which it formed a part.'’ Under 
such a system, input factors such as physical facilities, cultural factors 
like technical knowledge and “know-how” and human motivational 
elements are committed to economic production independently of short- 
run economic sanctions. The problem is not whether such social and 
cultural resources are to be put to work within the economy instead 
of being employed in other social and cultural pursuits but rather 
what sort of work they will perform and what their relative remunera- 
tions will be. In other words, the problem becomes one of intra- 
economic performances and rewards predicted upon a value system 
stressing efficiency, economic merit and “economizing” action. The 
“competitive” economy is differentiated out from the rest of society 
and is maintained by instituted values that stress rational action and 


a biological or psychological constant common to all mankind. Further, 
institutionalization of acquisitive behavior within a certain type of economy 
in no way implies that such action will be extended to other sccial rcla- 
tionships. Indeed it militates against any such conclusions thereby elevat- 
ing the concept “homo economicus” to a new level of sophistication. 

** Though this is not the place for an extended comment, the 18th 
and 1gth centuries bore witness to the emergence of such institutional con- 
ditions and, with them, to the development of an unique historical pheno- 
menon, an exchange system apart from rather than embedded in « net- 
work of other social relationships. This system with its instituted values 
of “economizing” and maximizing net advantages followed essentially 
independent laws of its own which revolved around the operations of a 
supply-demand-price mechanism. For it to function satisfactorily, how- 
ever, the economy itself had to be so differentiated out from the other social 
structures that the factors of products would be relatively “free” to per- 
form instrumental roles and this could only be accomplished by bringing 
them within the orbit of purchase and sale. Thus land, and all that was 
grown on it, which had served historically as man’s native habitat as well 
as his means of subsistence, was made subject to the laws of supply and 
demand and given a “price.” Man himself was “uprooted” from his 
social moorings along with such alternative reservation demands as might 
have impeded his entry into the labor force and interfered with his mobi- 
jity (e.g., the Poor Laws, the Speenhamland System and the Enclosure Acts 
in England) and became a “ commodity” with his individual and familial 
existence dependent upon the price he was able to obtain for his services. 
This relatively recent and dramatic turn of history has led ene writer to 
state, therefore, that “land, labor and capital as ‘agents’ of production, as 
impersonal, dehumanized economic entities, are as much modern inventions 
as the calculus.” Robert L: Heilbroner, The Wordly Philosophers (New 
York : Simon. and Schuster, 1953), p. 20. For an excellent analysis of 
the forces giving rise to these conditions, see Karl Polanyi, The Great 
Transformation (New York: Rinehart and Company, Inc., 1944). 








10 THE INDIAN ECONOMIC JOURNAL 


the necessity for the best choice among the alternatives open in the 
situation. Further, all goods and services, including the ::se of snput 
factors, are available for purchase and sale in the respective factor and 
commodity markets and can be “priced” in those markets through 
the medium of money. Thus, both the “conditions of choice and its 
results are quantifiable in the form of prices.”** Given the necessary 
institutional parameters and basing its analysis upon the internal opera- 
tions of a system of markets and prices divorced from the other sub- 
systems of the society, economic theory is able to offer an explanatory 
and predictive scheme of great value for an economy determined by 
choices induced by an institutionalized scarcity of resources.'® 


‘® Polanyi, “ The Economy as Instituted Process,” in Polanyi, Arens- 
berg, and Pearson, op. cit., p. 247. It is a relatively simple matter to trans- 
jate the economic problem into cost and welfare terms. The fundamental 
problem of all societies is the allotment of “scarce” human and material 
resources to the satisfaction of diverse needs in an attempt to maximise 
welfare. The means of production—land, labor, capital and organization 
—are scarce relative to the almost unlimited possibilities of consumption that 
they can be used to satisfy. Human labor is scrace relative to the multifarious 
purposes on which it is expended and the capital which is accumulated is 
likewise scarce in relation to the diverse wants of individuals. Similarly, 
the surface of the globe is limited and since certain portions of it are’ more 
suitable in varying degrees for the activity of human beings—differences 
in fertility or convenience of situations—certain portions of the land acquire 
scarcity value. Also organizational “know-how” is in short supply in 
the sense that factor inputs must be so combined as to minimize costs and 
maximize the output of utilities demanded by the population. As a result, 
labor, capital, land and organization constitute the real costs in which goods 
are embodied and are known respectively as wages, interest, rent and pro- 
fit. In a “rational” economy, such costs are the ultimate measure of eco- 
nomic scarcity. They afford an index of the relative worthwhileness of 
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erent ways of producing the same good or combination of goods. Since 
money is employed as a measuring rod of real efforts and social utilities 
in such an economy, it follows that all inputs and outputs are quantifiable 
in price terms. As a result, rational economy consists of so allocating scarce 
productive means as to maximize satisfactions at the least cost. From this 
it follows that at least two major conditions must be met before an optimum 
position can be attained: (a) marginal cost and marginal utility must be 
equal, and (b) at any given level of output the factors of prdouction must 
be so combined that average costs are at a minimum. 

® Tt should be noted, however, that even in such an economy the fur- 
ther away economic theory gets from an analysis of intra-economic proces- 
ses and the closer it approaches the boundaries between the cconomy 
and the other cognate sub-systems of the society, the weaker becomes its 
explanatory relevance. This is due either to: (a) the assumption, tacit or 
otherwise, that all decisions on the non-economic sides of the respective 
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T he “ Universality” and Scope of Economic Theory 


LA | ’ 

From all that has been said so far, it must be readily apparent that 
only under certain limiting conditions can economic analysis hope to 
prove effective as a method of inquiry. While its general hypotheses 
are such as to stress economical action and its effects and while such 
behaviour is universal in a formal sense, the extent to which it is appli- 
cable to the study of any economy depends upon whether or not the 
latter is, in fact, the result of such institutionalized actions. As has 
previously been emphasized, however, this concurrence only takes place 
when (a) the institutionalized values of the society and the economy 
emphasize “economizing” behavior and, therefore, the necessity for 
choice, and (b) where the economy is segregated out from the other 
sub-systems so that the instituted values are distinct from the diffcrent 
value orientations in the other social structures. In the latter connec- 
tion, only the modern Western industrial type of occupational role 
structure stands near the pole of maximum segregation while the situa- 
tions characteristic of so many other societies is one where the over- 
whelming proportion of economic functions is performed in conjunc- 
tion with non-instrumental roles. Therefore, outside of the institutional 
complex represented by the former, economic theory loses much of its 
relevance as a method of inquiry into the operations of an empirical 
economy. 


As a result, there is little need to go along with the .omment of 
one noted economist who states that “indeed it is a paradox that 
wealthy nations seem more concerned than poor with the efficiency of 
their economic organizations,”*® to understand why the “ typical” 
primitive society, e.g., delimits so narrowly the scope of maximizing 
behaviour among its inhabitants. Such real economic rationality as is 


labor, capital and entrepreneurial markets are made primarily on econo- 
mic grounds, or (b) the introduction of empirical modifications at those 
boundaries which, in turn, lead to statistical or econometric verifications of 
empirical laws which cannot, in most instances, be deduced from the 
general hypotheses of the theory and which vary over time in the numer- 
ical relationships measured. A rather typical example of such empirical 
“laws” would be the consumption function. What we have here is simply 
2 comparison between two historical situations which, by their very nature, 
are changing through time. Even if it were assumed that all coefficients 
were known in a Walrasian system of general equilibrium, untenable or 
arbitrary assumptions would still have to be made concerning the social 
parameters in which the economy operated. Obviously what is needed is 
a more general theory in which economic analysis does not lose its t*eure- 
tical specificity but functions as a special case of a more inclusive theory 
of social action. In the latter connection, see Parsons and Smelser, op. cit., 
P 1-100. . 
*° Stigler, op. cit., p. 1. 
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to be found there is simply oriented towards somewhat different goals 
and is limited by widely varying institutional contexts. Most ethnogra- 
phic studies of primitive societies show clearly the fusion of a variety 
of non-economic institutions with that of the “economy.”** Similarly, 
individuals in such societies are motivated, in the main, by social, 
religious and political obligations and, as a result, “exchange” is 
carried on by and large through reciprocity and redistributive arrange- 
ments*? rather than through a system of markets. Where economic 
activities are fused with motives of maintaining social ties, the latter 
becomes more important than the former in acquiring goods and using 
resources for social ends. Under such circumstances, the “ scarcity ” 
postulate has little explanatory or predictive value apart from the 
vaguest of generalizations that somehow resources have been allocated 
in such a manner as to maximize satisfactions. All this amounts to 
saying is that “whatever is, is right!” While the maximization prin- 
ciple segregates out economic motives from those which cannct be 
empirically separated from them in such societies, the allocational 
principle in its turn abstracts from institutional conditions which can- 
not be abstracted from in most instances in any other than a heroic 
and non-explanatory sense.** 


Further, many primitive and other societies are characterized by 
a set of values where ends are traditionally limited and where the tech- 
nical possibilities of production are such that whatever their logical 
permutations and combinations the individual is not free to choose 
among them. Under such conditions, “scarcity” as a logical order- 
ing device loses its predictive value since the norms of the society fix 
the ends or goals and dictate the “choice” of means in such a clearly 


71 See Malinokshi, Mead, and Benedict, op. cit., also, George P. 
Murdock, Social Structure (New York: The Macmillan Co., 1949). 

22 Reciprocity involves a symmetrical structure pattern in which there 
is reciprocal gift and counter-gift exchange among kinship, geographical and 
other groups. A redistributive economy, on the other hand, is one possess- 
ing a centralized structure pattern in which goods produced are collected— 
cr rights of disposal over them obtained—turned over to some central 
authority for storage, and eventually redistributed either on the basis of 
religious and conventional values or arbitarary judgments. On che basis 
of these integrative patterns and that of exchange and the market structure, 
Polanyi has been able to work out a tentative classificatory scheme for all 
empirical economies. See his, “The Economy as Instituted Process,” 
op. cit., pp. 250-56. 

23One of the more sophisticated endeavors in the field of cultural 
anthropology is that associated with the name of Raymond Firth. While 
Firth accepts as valid the “ scarcity” postulate, his application of it is most 
judicious and there is a clear awareness of its institutional limits in the 
study of primitive economies. See, for example, his Primitive Polynesian 
Economy, (London : George Routledge and Sons, Ltd., 1939), ch. 10. 
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non-instrumental fashion that the “choices” of economic theory 
become impossible. And all of this is quite apart from the more 
obvious critique that in such societies money as a generalized means 
of exchange, prices and markets in the modern sense are conspicuous 
only by their absence. 


Similarly a careful reading of economic history will reveal that 
until fairly recently the basic sets of conditions necessary for economic 
theory to serve more than a “ criterion” function were a lacking. Dur- 
ing the period of antiquity, reciprocal and redistributive relationships 
predominated with soil-tilling peasants producing surpluses which were 
used to feed and’ provide for the needs of groups in the polis. The 
common element in the production process was the kinship unit in the 
form of peasant households with membership not contingent upon work 
efficiency but rather upon kinship itself. Inasmuch as the native aris- 
tocracies were concerned, class and kinship status was far more im- 
portant than occupational status. Similarly of the medieval period 
and serfdom. The common characteristic of both periods is the relative 
lack of economic differentiation from kinship and political structures 


with a concomitant value system stressing collective loyalties and attach- 
ments.** 


It should further be noted that at the present time the vast majo- 
rity of the populations of the so-called “ underdeveloped ” countries is 
engaged in agricultural pursuits which take place in social structures 
and with a set of institutionalized values remarkably similar to those 
of earlier periods in history. While these countries are rapidly indu- 
strializing, the nature of their social systems is still such as to cause 
economists a great deal of embarrassment when explaining, ¢.g., such 
“irrational” phenomena as “perverse sloping labor supply curves” 
in those economies. At such times ad hoc explanations are increas- 
ingly resorted to in place of the interrelated inferences forming the 


24Max Weber, General Economic History, trans. Frank H. Knight 
(Glencoe: The Free Press, 1940), Parts I and II. This is not at all to 
deny the indisputable existence of trade, money and markets in ancient 
and medieval societies and more than in primitive and “ underdeveloped ” 
culturts. [See, M. Rostovtzeff, A History of the Ancient World, trans. 
J. D. Duff, (Oxford : Clarendon Press, 1926), I]. Rather what is suggest- 
ed is that the mere existence of such phenomena should not automatically 
lead to the conclusion that the institutional prerequisites necessary for a 
market system to operate also were present at the same time. This is an 
unwarranted inference in the light of present-day institutional knowledge. 
See, Polanyi, Arensberg, and Pearson, op. cit. ; also, the writer and Phoebus 
J. Dhrymes, “ The Economic and Sociological Significance of Debt-Bondage 








14 THE INDIAN ECONOMIC JOURNAL 


body of economic theory.?* Concentrating out of training, and inclina- 
tion on the more familiar appendages of economic analysis such as 
capital accumulation, resource availability, size and composition of 
the labor force, amount of technical and managerial “ know-how”, 
etc., the “orthodox” economist at the same time either hopes that 
the social parameters of such countries will not be such as to inter- 
fere unduly with his analysis or, where aware of the problem, makes 
mention of the different cultures, tradition and attitudes without 
integrating these institutional and motivational elements into his ex- 
planatory system.** Needless to say, to the extent that the institu- 
tional frameworks are indeed diffe-ent, to that extent his observations 
and predictions lose the cogency characteristic of his analysis of more 
familiar systems. In this connection, even the use of economic analysis 
by some economists in the examination of a relatively industrialized 
economy such as that of the Soviet Union fails at times to take fully 
into consideration the implications and consequences for the theory 
of an occupational system which, while segregated out from kinship 
structures in industry, nevertheless persists in its attempts to “ poli- 
ticize”” the economy by placing primary emphasis upon loyalty to the 
goals and standards of the Communist Party rather than upon “ eco- 
nomical” behaviour and choice per se. The result is reflected in the 
tendency of these theorists to compare the actual distribution of re- 
sources in the Soviet Union with what it should be under a “ rational ” 
allocation and, thereby, to impute “irrationality” to that country’s 
allocational system using as a guide the abstract logic of socialist 
economic theory.” 


and Detribalization in Ancient Greece,” Economic Development and Cul- 
tural Change, Vol. VI, No. 2 (January, 1958), pp. 88-108. 

25'To the extent that recourse is taken when explaining such behavior 
to the maximization of “leisure” as opposed to work dichotomy, the 
formal generality of the theory remains unimpaired. This is hardly con- 
ducive, however, to serious predictions on the emphirical level in terms of 
the derivative relationships previously established by the analysis. What 
should and possibly can be measured at such times is the degree of 
“distortion ” arising the existence of institutinoal conditions different from 
the social parameters implicitly assumed by the theory thereby delineating 
problematical areas subject to social investigation and control. 

7°On the other hand, a return to the older “ political economy” of 
Adam Smith is evident in W. Arthur Lewis’, The Theory of Economic 
Growth (Illinois: Richard D. Irwin, Inc., 1955). See also Everett E. 
Hagen, “The Process of Economic Development,” Economic Develop- 
ment and cultural change, Vol. V, No. 3 (April, 1957), pp. 193-215. 

*7See, H. E. Ronimois, Soviet Planning and Economic Theory 
-(mimeographed by the University of British Columbia, 1950), pp. 293- 
311; also R. L. Hall, The Economic System in a Socialist State (J.ondon : 
Macmillan and Co., Ltd., 1937), Appendix, pp. 233-55. As is well known 
the theory of socialist economics around which a voluminous literature has 
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Summary and Conclusions 


This paper has attempted to indicate in the first instance that the 
“ scarcity” postulate in economic theory possesses universal validity 
when properly understood within its own frame of reference. In this 
connection, it was further pointed out that as a “free creation of the 
human intellect” it is not subject to direct empirical verification but 
can only be “disconfirmed” on the basis of its lower order geueral- 
izations which possess at the same time empirical and operational 
significance. The failure of most members of the “ Institutionalist 
School” to realize this clearly has vitiated to a considerable extent 
many of the more pertinent and interesting observations they have 
been able to make. It was then shown that on the explanatory level 
two basic sets of conditions are necessary for economic theory to have 
real value as an analytical tool. Firstly, the value system of the so-. 
ciety and economy must stress instrumental and rational behavior and, 
secondly, the economy and occupational system in general must be so 
segregated out from rest of the society with its other role requirements 
as to give meaning to the first set of conditions. It was then found 
that these institutional prerequisites are more or less approximated in 
the modern industrial economy of the West. On the other hand, it 
was shown that such conditions are, in the main, absent in primitive 
societies, those of antiquity and the Middle Ages and, to a large ex- 
tent, in the “underdeveloped” countries at their present stages of 
economic development. In the latter connection, it was felt that even 
in such a relatively industrialized country as that of the Soviet Union, 
the “ politicizing” of the economy with primary emphasis upon the 
ascriptive rights and goals of the Communist Part would result in a 
resource allocation which could only appear as “irrational” to an 
economist clothed solely in the armor of traditional theory. On the 
empirical level, it was suggested that many advocates of price theory 
were as confused as those they criticized in promoting the illusion 
that the analysis had operational significance for the understanding 
of all economic systems. In such cases it was felt that the “ confusion ” 
centered arount the failure to realize clearly that while the principles 
of formal economics are universal they are not, at the same time, uni- 
versally useful. The conclusion drawn was that economic theory as 
a predictive scheme was only of limited help in analyzing the opera- 
tions of many economies different from our own and, in many inst- 
ances, could serve only a “criterion” function by comoaring their 
actual resource allocation with what they should or would have been 
had these economies acted in accordance with the logical postulates 


of the theory. 


Austin Murray E. POLAKOFF 


grown is nothing more nor less than the attempt to employ the principles 


of price theory and welfare analysis as criteria for judging rational resource 
allocation under such a system. 
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Adam Smith is evident in W. Arthur Lewis’, The Theory of Economic 
Growth (Illinois: Richard D. Irwin, Inc., 1955). See also Everett E. 
Hagen, “The Process of Economic Development,” Economic Develop- 
ment and cultural change, Vol. V, No. 3 (April, 1957), pp. 193-215. 

27 See, H. E. Ronimois, Soviet Planning and Economic Theory 
-(mimeographed by the University of British Columbia, 1950), pp. 293- 
311; also R. L. Hall, The Economic System in a Socialist State (J.ondon : 
Macmillan and Co., Ltd., 1937), Appendix, pp. 233-55. As is well known 
the theory of socialist economics around which a voluminous literature has 
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TAXATION IN A DEVELOPING ECONOMY WITH 
SPECIAL REFERENCE TO THE INDIAN PLANS* 


PeRHAPS the biggest hurdle any economic plan has to face is that 
of resources, which determine not only the size and achievements of 
the efforts but also the ease with which the plan could te curried 
through, as evident from the short and current experience cf the Indian 
Plans. The Indian Taxation Enquiry Commission of 1953-54 was in- 
tended to reorient tax policy and structure in the context of planned 
development. Before its recommendations could even he fully tried 
out, Prof. Kaldor came on the scene in 1956 with new proposals to 
raise resources for the Plan. And although practically most of his 
niajor suggestions, somewhat modified; have been adopted by Govern- 
ment since 1957, doubts regarding the desirability and practicability of 
the Kaldor proposals have not disappeared. In fact, the tax basis for 
the resources of the Second and future plans has not yet emerged out 
of the woods. 


I 


This important problem forms Prof. Lakdawala’s theme. Except 
for a note at the end (pp. 190-205) he is mainly concerned with the 
Tax Commission’s recommendations in four long chapters—The 
Search for Revenues ; For Equality ; In Relation to the Private Sector ; 
and Development with Stability. The analysis is detailed and often 
penetrating, with criticisms and suggestions thrown in frequentiv, pro- 
viding a very succinct and stimulating account of the tax problems 
of India. 


At the very start of the analysis, two problems confront us—the 
short term one of resources for the Second Plan and the long term one 
of adjusting the tax structure to national income changes, e.g., the in- 
come-elasticity, built-in-flexibility and developmental aspects. While 
tightly assuming stability of prices as a condition precedent, the author 
appears to view the first one itself as the long term issue. Holding 
that the outlines and contents of the Second Plan are very different 
from those visualised by the Taxation Enquiry Commission, 
Prof. Lakdawala, in the chapter on ‘In Search for Revenue,’ deals with 
the adequacy of the Commission’s recommendations. 


*A review of Taxation and the Plan by D. T. Lakdawala, Professor, 
University of Bombay. (Popular Book Depot, Bombay, 1956, pp. VIII, 
211. Price Rs. 5/-). The reviewer regrets the delay in sending the review 
ot a book published in 1956, particularly because of the rapid changes tak- 
ing place in the problem dealt with in the book. 
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An opinion, current even among the tax experts and accepted by 
the author and the Tax Commission may first be referred to—that the 
Indian Tax system is not income-elastic (p.3). Prof. Lakdawala an- 
alyses the why of it and the Commission’s proposals in this respect. 
Let us ask, why does tax revenue not adequately respond to national 
income changes ? Lack of readjustment in the tax structure—the var- 
iety, number, rates etc——is, no doubt, an explanation, but there are 
two other, and, in the reviewer’s opinion, more important, causes— 
one, income tax revenue relationship is a function of tax administra- 
tion, which, in India, is certainly not the best; and the.other is the 
income distributional aspect, which in a low standard of living eco- 
nomy results in the increased national output being absorbed by the 
poorer sections, as water disappears in a porous soil. Unless, therefore, 
the tax administration set-up is changed in quality, numbers and orga- 
nisation built-in-flexibility cannot be fully effective whatever the new 
taxes or changes in tax rates. The second aspect of greater absorption 
of income increases suggests the need for a different approach to the 
basis of tax theory itself, as discussed later on. (Part II). 


On pages 5-18, Prof. Lakdawala analyses the revenue-yielding 
proposals of the Commission—changes in income-tax in terms of in- 
centives, the basis of the taxable unit, tax loopholes etc. ; company 
taxation, central excises and so on—which, if fully implemented, would 
yield about Rs. 100 crores of additional revenue. The author 
regards these suggestions as falling far short of the plan requirements 
and agrees with the Panel of Economists—of which he himself is a 
member—that a larger measure of tax effort is needed and that cur 
urgent review of the measures to step up taxes is necessary (p. 23). 


Before assessing Prof. Lakdawala’s own suggestions, one may well 
ask: Were the Kaldor proposals the ‘urgent review’? How far 
are they realistic albiet their adoption by Government ? Would the 
proposals of a foreigner—however much of an expert—unacquainted 
with the Indian context and surveying Indian conditions in a couple 
cf months, a sufficient ‘review’ of a position patiently and elaborately 
analysed by an expert body presided over by an ex-Finance Minister, 
with valuable academic, administrative and business experience ? The 
Tax Commission’s proposals may have needed adjustments but were 
they basically so unrelated to the requirements of the Plan and so 
inflexible as to be forgotten even before the ink in their Report was 
dry? Do the Kaldor reforms really yield very much more of 
revenue than the Commission’s suggestions, if fully implemented ? It 
is, indeed, disturbing that one Union Finance Minister should have 
almost sworn by the Commission’s Report in two budgets, while his 
successor and erstwhile colleague in the Cabinet should forswear it in 
the next two. 
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The Commission’s new tax measures are next analysed by 
Prof. Lakdawala. Did any taxes escape the attention of the Commis- 
sion? Can rates be raised beyond the levels mentioned in their 
Report ? asks the author. One may not agree with all their recom- 
mendations but few taxes of any importance escaped their attention. 
Even those championed by Prof. Kaldor and accepted by Government 
—e.g., Capital Gains, Gift and Wealth taxes—were considered and re- 
jected for their distributional or incentive effects. With respect to the 
rates on existing taxes, the current overall trend has been to reduce 
and not raise the Commission’s levels. 


The book next deals with a few minor sources, e.g., the salt tax. 
While this levy was rejected by the Commission on political, sentimental 
and other grounds, Prof. Lakdawaila pleads for its reimposition. The 
reviewer agrees with this plea—in fact, that was the evidence he 
tendered before the Commission—but other than revenue considera- 
tions may be more important. An alternative suggested by Prof. Lak- 
dawala is the fiscal monopoly of salt. Something like a monopoly 
already exsits and even if it is completed in its fiscal aspects, the 
yield of about 12 crores may not be worth the risk of popular resent- 
ment. Prof. Lakdawala criticises the Commission for failing to make 
a positive recommendation regarding prohibition. The reviewer him- 
self has been for scrapping prohibition, but is a ‘ positive recommen- 
dation’ on such a controversial issue possible at all, since, even about 
it economic effects, opinion and even factual data differ. 


The author’s next suggestion for raising revenue (p. 34) is the 
creation of fiscal monopolies in ¢.g., sugar and matches. The Taxa- 
tion Commission which also preferred these monopolies to indirect 
taxation, was, according to Prof. Lakdawala, ‘perfunctory on this 
point.’ But is the critic less ‘ perfunctory’ in his suggestion ? He has 
himself pointed out that the question requires fuller investigation 
before any definite and detailed practical proposal could be made and 
adopted. 


The author is very much for State Trading for revenue purposes. 
This problem raises a host of issues. What has been the experience 
of State trading in e.g., foodgrains? Is there available an efficient 
and adequate staff to make existing lines succeed as well as to take 
over new ones ? How much more can the State take on at the present 
juncture, with its many sided commitments ? Can State trading real- 
ly yield now or in the near future the resources needed for the Second 
or Third Plans? Can Soviet experience—with altogether a different 
philosophy of life, high level of administrative efficiency and ruthless 
pursuit of objectives—hdp us at present? Perhaps, as a long range 
solution—as and when the public sector gets stabilised or expands and 
when administrative standards improve—extension of state trading may 
be useful for raising revenue, but at least for a few years more the 
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practicability of its extension and the psychological reactions on the 
private sector form considerations more weighty than theoretical argu- 
ment, Soviet example or the politician’s aspirations. 


After discussing the ‘taxable capacity of India’ (p. 41 & ff.) 
and pointing out the obstacles to raising more revenue, Prof. Lakda- 
wala pleads for more commodity taxation. The reviewer agrees with 
this view, since it is the only major direction for seeking revenue in 
a low income economy, but it is difficult to accept statements such as : 
“Commodity taxation is, therefore, not an additional sacrifice that is 
asked of the taxpayers; it is only a mechanism to ensure that the 
available supplies are properly distributed.” (p. 47). “ Adjust the addi- 
tional tax burden to the benefits derived as a result of the develop- 
ment programme.” (p. 50). For, every tax increase—be it on com- 
modities or income or wealth—is an additional burden ; but in a poor 
developing country with already high taxes, a mixed economy and the 
need for resources, there is no alternative to taxing the poor, and 
the best way—almost the only way—of doing it is through commo- 
dity taxation. This fact might as well be frankly recognised without 
offering ‘distributional’ and ‘benefit’ justification. These taxes are 
essential for raising revenues for developmental purposes which bene- 
fit certainly the poorer as the richer section. Any suggestion to ad- 
just these taxes according to benefits derived is stretching the point a 
little too far. 


Prof. Lakdawala next deals with taxation for equality. (pp. 73-122). 
His argument runs thus :—Inequalities, which may be functional or 
non-functional, are, in India, great, and are sure to be accentuated by 
economic development. There is greater need for economic equality. 
Because of the demands of development, public expenditure cannot be 
utilised to bring about greater equality. Taxation is the device and as 
indirect taxation is important, the burden on the poorer sections can- 
not be reduced. Simultaneously, put a ceiling on incomes—which is 
comparatively easy to do. Prof. Lakdawala is against an annual tax 
on canital and a capital levy. He urges : tax cavital gains, modify the 
exemption level and rates of estate duty, levy a gifts tax and resort to 
additional commodity taxes. 


Many of these are in overation. but before considering them, 
let us look at the criticism that the Taxation Commission attempted 
to measure incidence but with limited success. (P. 85). Any plea for 
greater equality must, avart from theoretical and ethical iustification, 
face the fact that anywhere, and particularly in underdeveloned coun- 
tries. tax incidence is difficult to measure. Until more detailed and 
reliable statistics are collected, any anvroach to ‘equalitv’ would 
necessarily be based on ‘ abstract justice.’ No doubt. inequality should 
be reduced, and tax measures are important to this end; but the 
essential preliminary is to make a series of case studies of taxation 
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and its burden—something on the model of the Harvard Business 
School Studies by Prof. Keith, Thompson and others. In India, un- 
fortunately, research in Social Sciences and not merely in taxation is 
of a wide and sweeping type and policies based on them would natu- 
rally be imprecise and on shaky foundation. 


Prof. Lakdawala regards the establishment of a national minimum 
standard of living and subsidising it as the most thorough way towards 
greater equality. Yes, this is true, but its practicability is so remote 
in India that, for a long time to come, the tax device is what matters. 


Another of the Commission’s recommendations discussed in the 
book relates to agricultural taxation. The former advocated amalga- 
mating agricultural with other types of incomes, though as a long term 
objective, and regarded a surcharge on agricultural incomes as an in- 
complete substitute. Prof. Lakdawala is for an increase in land revenue 
and for linking it with price and production changes. Of the two sug- 
gestions, that of the Commission seems to be more practicable, and 
in fact, what is in its way is only of a constitutional nature. When so 
many and more important constitutional amendments are being made, 
one more to amalgamate agricultural with other incomes should be 
easy, specially if the States are assured of a larger share of the income 
tax receipts. Two reforms in land revenue ate long overdue—one, 
the treatment of agricultural incomes as a part of total income, and 
the other, deprovincialising land revenue and making it a local source, 
utilised and even levied and collected by the District Boards. The 
suggestion of linking land revenue with prices and production changes 
(p. 122) appears impracticable. For, first, it is doubtful if the culti- 
vator can bear a higher burden; second, frequent alterations would 
become necessary and the standards for assessing changes would be 
difficult in a land of innumerable small holdings—leading to adminis- 
trative difficulties and third, the land reform movement would alter 
the social and economic significance of land revenue itself. 


Prof. Lakdawala’s idea of the labour tax (pp. 118-19) is, indeed, 
interesting, but the experience of the Shramadan movement raises 
doubts about such a tax being, at the present juncture, anything more 
than a novelty and an experiment. 


On pages 123-168, the author considers taxation of the private 
sector, the main issue being the effect of direct taxation on capital for- 
mation: Do the new tax policies aid the required rate of savings ? 

fill there be enough of savings without inflationary finance ? and so 
on. The Taxation Commission’s recommendations regarding the 
effects on individual investors and corporations have also been con- 
sidered. Prof. Lakdawala’s major conclusions in this chapter are: 
the problem of a given tax policy and savings should be approached 
On a section-wise and group-wise basis ; investment in agriculture being 
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small, the needed savings would be forthcoming ; it is best to think of 
specific tax reliefs designed to stimulate savings and not of reduction 
in general tax burden ; depreciation allowances should continue to be 
on the historical and not revalorisation basis; undistributed profits 
should be taxed low ; the bonus tax is no good ; and the expenditure 
tax is difficult to administer. 


Many of these issues have been ably analysed by Prof. Lakdawala, 
but as any of them could evoke differences of opinion and long debates, 
let us look at only one or two of them. For instance, the analysis of 
the Taxation Commission’s recommendations regarding how individuals 
could be induced to save more:—giving long term loans up to 45 
years for approved investments as against surcharges on incomes above 
Rs. 25,000 is supposed to induce the higher income groups to save. 
in theory, this device has some advantages such as making savings 
compulsory and directing investment according to national priorities. 
But, its roundaboutness, administrative inconvenience and unnecessary 
cost in the process of transfer of resources are obvious. What hampers 
saving and investment is not so much the difficulty of obtaining funds 
but the accrual of small profits after high taxation. The remedy should 
be, not relending what taxation has alerady mulcted, but reducing taxa- 
tion on earnings, or giving tax exemptions to funds directed to desir- 
able investments. Further, what a long period loan it would be— 
two generations—within which time the whole pattern of investment 
and economic climate may completely alter ! 


Another recommendation dealt with is in relation to the lower in- 
come groups and consists of liberalising provident fund and life 
insurance reliefs. Such provisions are already operating ; but assuming 
they are liberalised, for example al/ recognised provident fund being 
made tax free, or life insurance allowances being raised to one fifth of 
income—what would be the additional savings generated ? Two factors 
alone can make any liberalisation effective :— One, the realisation 
among the masses that such savings afe desirable and essential in their 
own interests. This attitude requires a lot more of publicity and pro- 
paganda and a little more of savings margin. The second—compulsory 
provident fund and insurance—is possible only in public and, to a lesser 
extent, in private employment, but the numbers and incomes affected 
are very small. Such suggestions, good as detailed in the tax structure, 
are not of much significance in terms of the volume of savings in the 
near future and on a national scale. 


Take again another problem—that of undistributed profits. As 
Prof. Lakdawala observes it is a highly controversial issue. Are such 
profits really a part of the income of the individual shareholder and, 
therefore, assessable in terms of his taxable capacity? Or are they a 
distinct and separate entity so long as they are not distributed ? 
Prof. Lakdawala holds (p. 147) that the Indian tax system on corpora- 
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tions is not based on any coherent views of the relationship between 
companies and shareholders and that it has a number of anamolies. 
This is broadly true of India as of many other countries. And it is 
because of the basic issue : Has a corporation a taxable personality of 
its own distinct from its shareholders ? If so, the tax basis should be 
different from the situation when it acts merely as a collection-at-source 
agent as in income-tax dividends. 


In the final chapter (pp. 169-188) the book treats of ‘ development 
With stability,’ and considers the problem: How far can fiscal mani- 
pulations counter cyclical changes? Prof. Lakdawala’s main conclu- 
sions are:—the future problem in India is keeping inflationary pres- 
sures under check, though a mild degree of such pressure is unavoid- 
able ; the device of expenditure reduction is not applicable in a deve- 
loping economy and, therefore, the obvious alternative is tax increases ; 
reduction of excessive personal incomes is more important than com- 
modity taxation ; and detailed consumption controls are essential. 


These suggestions are certainly acceptable as generalised remedies ; 
difficulties appear in working out details. For example, what types of 
consumption controls ? Should there be an expenditure tax affecting 
the wealthier sectors, or higher central excise duties on the poorer 
strata, or direct controls affecting all sections ? Or should all these 
operate simultaneously ? 


Prof. Lakdawala recognises (p. 187) that in India consumption 
controls are hard to enforce and so recommends a few strategic ones. 
But how far can these influence the general pattern of consumption in 
a large, rural, unorganised developing economy ? Direct controls of 
two kinds may not even touch the base of the inflationary forces: — 
import and investment controls may affect the large producers but not 
the masses ; internal physical and price controls, for example, of food 
and textiles, may not be effectively administerable. Perhaps, a judicious 
mixture of direct controls with tax measures, specially Union excises, 
may be of help. And, here, again, we come back to commodity tax- 
ation. 


A passing reference may be made to an observation by . 
Prof. Lakdawala : that in India limitation of excessive incomes is more 
important than commodity taxation. Each of these, however, serves a 
different purpose—the first largely reduces inequalities and partly coun- 
ters conspicuous consumption ; and the second is intended mainly to 
raise resources for development. Both may help stabilisation but not 
to a major degree. 


An overall view of Prof. Lakdawala’s book presents a clear picture 
of the magnitude and complexity of the problem of resources and tax- 
ation ; and of the fine effort made by the author in analysing it. A 
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number of suggestions made are valuable, though ail of them are inte- 
resting. A great merit of the book is that it throws up many tax 
problems in the context of planning. The reviewer, however, would 
venture to suggest that the Taxation Enquiry Commission’s analysis 
has been profound, its approach more objective and comprehensive and 
its recommendations more realistic and balanced than the author 
appears to suggest. 


II 


The foregoing analysis raises the fundamental questions of the ap- 
propriate tax principles for an underdeveloped economy and of whether 
a shift in emphasis is not called for, in the application of the accepted 
tax theory. 


A significant aspect of tax policy for an underdeveloped country 
like India is its fundamental differences from that applicable to a deve- 
loped economy such as the U.S.A. or the U.K. These differences are 
three: (1) Sabilisation vs. development ; (2) Ability-to-pay and equity 
vs. productivity and practicability ; (3) Neutrality vs. diversion. Stabili- 
sation as the over-all fiscal objective, ability and equity as the lead- 
ing tax principles and neutrality as the tax-cum-expenditure test are the 
principles which dominate tax policy in advanced free enterprise 
countries. But they take a subordinate place and may even be over- 
looked, in a backward economy, where the over-all objective becomes 
the development of resources; the tax policy looks to productivity 
and administrative practicability ; and a positive attempt is made to 
use tax and expenditure devices to channelise investment. Any 
scheme of tax reform in India should be related to these features. 


Let us analyse this aspect a little further, with the U.S.A. and India 
as typical of the two kinds of economies. In the dynamic economy 
of the former type, saving and investment on private account are 
active ; and entrepreneurial ability, plentiful. This means that where 
free enterprise is the national policy, the state need not directly parti- 
cipate in capital formation or direction of investment. The main 
objective of its fiscal policy would be the maintenance of the current 
economic climate, private enterprise doing the rest of economic deve- 
lopment. It is only where the climate is disturbed as in a depres- 
sion (e.g., 1930-35) or during and after a war (1940-50) i.e., where 
the environment conditioning economic activity is upset, that inter- 
vention becomes necessary, either in the form of a compensatory 
fiscal policy or of financial devices to re-stabilise the economy. 
Normally, therefore, the maintenance of stabilisation, i.e., providing 
conditions for free enterprise to operate, becomes the aim. This would 
mean a non-expansive expenditure programme, a tax structure stabilis- 
ing total demand so as not to discourage the initiation and expansion 
of private investment and to balance the budget. “Set tax rates to 
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balance the budget and provide a surplus for debt retirement at an 
agreed high level of employment and national income. Having set 
these rates, leave them alone unless there is some major change in 
national policy or condition of national life.” 


In an underdeveloped country, conditions are totally different. 
Development has been retarded because of low rate of capital forma- 
tion, low level of technical skill, institutional obstacles, entrepreneu- 
rial inertia, capital concentration in a few hands in a low income 
environment, lopsided development both occupationally and territo- 
rially and a static economic approach. A stabilising fiscal policy 
would merely perpetuate the existing conditions. The need, there- 
fore, is for a positive, developmental, interventionist policy i.e., where 
the state gives the lead by an expanding expenditure programme and 
also encourages the growth of private enterprise. 


Of these conditions, those having tax implications are capital 
formation and entrepreneurial inertia. The crucial determinant of 
growth is the incremental savings ratio. The rate of savings for ex- 
ample in India is expected to increase from 5% to perhaps 12 or 15 
or even 20% of national income. Voluntary saving in India is diffi- 
cult because of a low savings margin due to poverty, of low propen- 
sity to save and of comparative dearth of banking institutions. This 
low and uncertain level is indicated by the slow growth in private 
investment and the response to government loans. 


This means greater responsibility of the state for the direction of 
capital formation. This responsibility takes two forms: (1) encour- 
agement of saving through tax adjustments on private investment, 
and (2) compulsory saving. The latter takes two forms: (a) deficit 
financing and (b) taxation. The former, which is an indirectly com- 
pulsory device practised in India to-day, has its own implications : 
it upsets behaviour and consumption patterns in an unpredictable 
manner ; it affects all monetary transactions and may ultimately off- 
set its own advantages; and it may lead to social and political re- 
percussions. Beyond a point, it loses its power to create forced savings. 


As a direct instrument of compulsory savings, therefore, taxation 
is preferable. In fact, in an underdeveloped and poor country, this 
appears to be the best device for capital formation. 


What are the tax possibilities ? How far can taxes in India be 
directed to this end? The possibilities of direct taxation are limited 
for various reasons. Of the four important taxes—land tax, estate duty, 
individual income tax and corporation tax—the land tax, low as it is, 
cannot be further increased on account of agricultural conditons, rural 
poverty etc., and the non-economic repercussions, while the estate duty 
is practically untried and so uncertain in its administration, yield and 
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effect. The individual income tax is already high in the top brackets 
and at best affects not more than a million assessees. Even with the 
modifications such as lowering of exemptions, it cannot yield very large 
revenue at the present time. Moreover, since private savings come 
largely from this group—the middle and richer strata—an increase in 
the tax rate would retard capital formation. Similarly, to encourage 
savings in the form of reinvestment of earnings and to enable industrial 
expansion, the corporation tax offers little scope for higher rates ; in 
fact, a further reorientation of the exemptions, allowances, etc., is 
needed. Thus, if Indian tax policy is to be oriented towards capital 
formation and business growth, it cannot be done qn the direct taxes 
side by new burdens. 


We must, therefore, turn to the indirect taxes if the state should 
undertake its compulsory savings scheme. The greater importance of, 
these taxes in India and in other under-developed countries is well- 
known. Let us consider the justification for and the possibilities of 
an increase in indirect taxation. 


In considering justification, another significant feature of taxation 
in under-developed areas relating to the tax principles itself shows up. 
The theory of taxation as developed and applied in advanced countiies 
has stressed ability to pay and equity. This has given rise to the 
emphasis on direct taxes, tax exemptions and graduation as well as a 


shift in the test of ability from person to property, to expenditure, 
and finally to income. The productivity aspect emphasised by Bast- 
able has been regarded as outmoded but this becomes really the appro- 
priate principle in an under-developed economy for the conditions for 
the operation of the ability and equity concepts are absent. The in- 
direct taxes which are dominant in the tax structure are not by their 
very nature amenable to their application. Moreover, the tax machi- 
nery to administer direct taxes successfully is neither adequate nor 
efficient. The inadequate machinery can make a relative success of 
indirect taxes. In view of the low income level, consumption taxes, 
if well chosen, can yield larger revenue and specially when tax con- 
sciousness and compliance are not marked. Moreover, the revenue 
need for developmental purposes can be met mainly through the in- 
direct taxes. Thus, the necessity for taxes easily administrable by 
undeveloped or inadequate administirative machinery and for large 
revenues makes productivity and practicability the basic tax principles. 
In other words, because of the stage of economic development and 
administrative factors, an under-developed country should in tax 
matters resort to the late 19th and early 20th century principles, since 
tax principles are relative to the stage of economic and political growth. 
The construction of a tax structure on more advanced bases would 
land an underdeveloped country in difficulties. The conclusion is that 
the tax principles primarily applicable to India are revenue (or pro- 
ductivity) and practicability and only secondarily ability and equity, 
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i.e., emphasis in the tax structure should continue to be on indirect 
taxes. 


The other tax aspect is the remedy for entrepreneurial inertia. 
The economic causes for the inertia are the uncertain tax policy—in- 
dustrial has been clarified in the Five Year Plan—and inadequate 
impetus to plough back profits and bring in new capital. The tax 
devices are mostly on the direct tax side and consist of the familiar 
negative and positive described by Prof. Lakdawala. 


Two of the tax principles frequently mentioned in India and other 
developing economies are equity and ability-to-pay. Let us ask what 
their true role in an underdeveloped country should be. 


Equity is roughly synonymous with fairness in taxation, and is 
related to the volume and distribution of the tax load. Whereas ‘ fair- 
ness’ is largely a matter of viewpoint, the tax load is more objective, 
though difficult of measurement. The quantum of the load can be 
assessed by considering three factors: national income and its distri- 
bution, gross tax burden, and level of efficiency in tax administration. 
The distribution of the load is partly a matter of the type and rate of 
taxation and partly of its shifting. 


Tax equity is largely a question of the comparative treatment of 
tax-payers in similar economic circumstances, and of the relative tax 
burdens on persons and families at substantially different economic 
levels. Its first facet is the neutrality test i.e., leaving the tax-payers, 
after taxation, in the same relative position. This views equity from 
the short term individual standpoint. The second facet—the long- 
term, broader social approach—considers the effects of the tax system 
as a whole on the individual and the community. These depend on 
three basic considerations: (1) the nature of the tax system as a whole ; 
(2) the structure of the individual taxes, e.g. their bases, scope, exemp- 
tion, rate etc., and (3) the efficiency of the tax administration. In a 
federal state, like India, the overall load of the Central, State and 
Local Governments should be considered. 


The tax law may be equitable but its administration may make 
it inequitable because of inefficiency and graft in tax collection e.g., 
perquisites, presents, etc. in the course of both periodical land revenue 
settlement and annual land tax collection. The reason for the with- 
holding method or collection-at-the-source is partly, possible adminis- 
trative inefficiency in revenue collection. Equitable administration 
demands adequacy of staff, efficient and interested in work. Compared 
to the United Kingdom, Switzerland and Canada, India is deficient in 
all these, i.e., the staff is inadequate for the size of the country, e.g., 
inadministering excises, income tax and land revenue. As there is no 
specialise tax service—except for income tax—efficiency is not as high 
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as it could be (compare relative costs of collection in U.K. and India), 
and as the salaries are low, the interest evinced is also low. The need, 
therefore, is to have a special corps of tax administrators, adequately 
paid and trained in modern methods of administration. 


With regard to tax legislation, equity necessitates greater consi- 
deration to the form of business organisation, degree of profitability 
and similar factors in business taxation ; comprehensive and clear defi- 
nition of income, a relatively not-very-steep progression in rates, simpli- 
fied legislation with few exceptions and special cases (otherwise, excep- 
tions would lead to endless pressure and continued revenue erosion). 
A low rate is desirable in order to reduce tax evasion, which mostly 
occurs at a high rate and in higher brackets, and the consequent burden 
on the administration. Simplicity often conflicts with comprehen- 
siveness of legislation and demands a great deal of administrative discre- 
tion in interpreting and executing the law. The extent of such discre- 
tion and its exercise depend on the character of the tax administra- 
tion. (Compare British and American administrations). 


The redistributive aspect of equity can be realised through taxes 
which recapture underserved incomes resulting from social policies 
e.g., excess profits in an emergency ; monopoly gains due to a protective 
tariff, or to patents and copyrights. This may be called the ‘ recapture’ 
approach of tax equity whose aim is the reduction of income distortion. 
Equity can also be achieved through the general variant of the redis- 
tributive aspect, i.e., through taxes which reduce inequalities arising 
from the normal market economy. This can be done in two ways— 
one, a purely tax process and the other, a tax-cum-expenditure process. 
Thus, to provide a national minimum specially to the poorer sections, 
the taxes which burden them may be reduced e.g., customs duties and 
excises On goods entering into general consumption may be reduced, 
and the level at which direct taxes may be raised e.g., income tax 
and death duty. Or, taxes on luxuries and of the higher order eg., 
cars, wines, radios, finer apparel, may be raised and steeper gradua- 
tion introduced in income and sur taxes, estate duties, etc. 


The tax-cum-expenditure approach consists in returning a part of 
the tax receipts—at least the portion ascribable to the lower income 
brackets—to the tax-payers in the form of social services. 


Compared to an advanced tax system such as that of the United 
Kingdom, the Indian one conforms less to the equity and ability-to- 
pay principles. 


The ability principle itself is still more a philosophical ideal than 
a precisely measurable economic concept. To the extent that it is 
measurable in terms of income (sometimes of wealth and occasionally 
of expenditure) in its four-fold aspects of quantum, period, economic 
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nature (net or gross) and domestic circumstances, the operation of the 
principle assumes three forms: (1) the over-all tax structure, i.e, the 
aggregate burden in terms of the National income, (2) the balance bet- 
ween the tax groups: this refers to the categories of taxes (e.g., direct 
and indirect; consumption and production; income and property ; 
luxuries and necessities, etc.) how they affect the tax-paying groups 
and whether they are integrated with one another so as to iron out 
the deficiencies—this may be called the balancing or compensating 
aspect of the ability principle ; and (3) the structure of each individual 
tax ; ie., the questions arise ; does ©.g., the Indian income tax satisfy 
the aoility test regarding exemption, piogression, rates etc. ? ; assuming 
that one or more taxes afe not or cannot be adjusted to ‘ability,’ ao 
the other levies balance this feature, creating an overall satistactory 
position ? and how does the tax system as a whole conform to the 
level and distribution of the national income ? 


Very broadly put, the significance of this balance to the problem 
of ability consists in that dierent categories of taxes affect aiiferent 
income groups in dilierent proportions, and thus while the overall 
stcucture may be accordingly to ability-to-pay, the breakaown will 
indicate how it may not be so group-wise. It is basic to remember 
that, though coniormity to ability in the case of every singie tax is 
desirable, 1t may not be practicable e.g., for administrative reasons ; 
and, therefore, it is the conformity of the tax system to the principle 
that is the final test of desirability. 


The third breakdown of the ability criterion relates to each indi- 
vidual tax. This demands basing the tax (in the case of some e.g., 
the income tax, strictly on income in its five fold aspects referred to 
above, and in the case of others indirectly e.g., consumption taxes on a 
presumed expenditure-income relation) On income, on exemption limit 
in terms of the standard and cost of living, family responsibility etc. 
and a graduated rate structure. 


The Indian tax system may be tested in terms of these. While it 
is difficult to apply the ability test to consumption taxes anywhere, the 
gap between ability and taxation becomes marked where indirect taxes 
dominate, as in India. At the very outset, therefore, there is not much 
of correlation between the Indian tax structure and ability-to-pay. 
Further, even in the direct group, ability does not play a real part. 
The three important direct taxes are the income tax, land tax and 
estate duty. The last, introduced in 1953, is still an infant adminis- 
tratively and so its significance in offsetting the indirect tax imbalance 
is practically nil. The income tax exemption is based on pure admi- 
nistrative convenience and not on the ability concept. Further, family 
status and cost of living, which are most relevant to and reasonable 
in determining exemption, have had little bearing on it. The scheme 
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of graduation—its rate increase or income bracket classification—does 
not appear to have any stable, rational basis. Thus, even the income 
tax is not fully, related to ability. 


Another aspect of the income tax—the super tax—levied at 
Rs. 25000 and over does not take account of changing price levels, 
profits and incomes. Nor is the rationale for beginning the tax at 
Rs. 25,000 and not at a higher or lower level class, clear. 


The land tax is a universal levy with no exemption or graduation 
and with a tax base computed differently in different states. 


The conclusion is forced that judged by whatsoever test of ability, 
the Indian tax structure is not really based on ability. In fact, its 
basis appears to be revenue possibility and need, and perhaps adminis- 
trative feasibility. 


But, should it be based on ability? I am not quite sure that it 
should be. For ability is not the sole or even the main criterion of 
a sound tax system, though it is so from the individual point of view.’ 
All systems are and must necessarily be compromises between ability, 
administrative convenience, economic effects and ulterior social ob- 
jectives, apart from the ultimate compromise with political and social 
factors. In a growing economy, the effects appear to be the most 
important single factor to be considered on the long term basis. The 
future structure of Indian taxation should, therefore, pay immediate 
attention to the effects not of any single tax but of the aggregate of 
taxes on the growth and stability of the economy. This demands the 
detailed analvsis of the effects of each tax as well as of the aggregate. 
Given the political and institutional set-up which is more important 
in India than elsewhere, and the outline of a ‘mixed economy,’ the 
maior issue is not how to base taxes on ability but how to provide 
incentives to production, stimulate capital formation, and co-ordinate 
the public and private sectors. There is also the short term aspects 
of productivity and practicability. 


But if ability-to-pay is to be the main basis of the tax structure, 
the first essential is to ascertain the pattern of income distribution in 
the country and to follow the possible effects of maior taxes ezg., 
income, profits, corporation and land taxes, estate duties. customs and 
excises etc., on the different income grouns, and to analyse their con- 
sumntion natterns. Otherwise, it would be academic guesswork to 
make ability the basis. 


‘For a detailed discussion on these lines, see my Theory of Excess 
Profits Taxation, pp. 37 and ff. (Bureau of Economic Research, Mysore, 
1947). 
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This change would certainly increase the administrative burden 
but since ability is to be satisfied, the burden has to be borne, and I 
guess that the cost of administration would not increase beyond the 
receipts from these changes. The choice, therefore, is between the 
academic base of ‘ability’ and administrative practicability. 


A further modification needed to realise ‘ability’ is regarding 
land taxation. As it is today, land taxation, is an anachronism, its 
main merit being that it follows a long tradition. As suggested earlier, 
a thorough overhaul of the levy is to be made: (a) Transfer the tax- 
ing power and revenue appropriation to local bodies, particularly in 
view of the planned revival of the village community ; (b) Integrate the 
agricultural and non-agricultural income taxes under the Union; (c) 
Make up the revenue loss to the States by larger Central Grants. 


Madras M. H. GopPAL 





CONTEMPORARY TRENDS IN EUROPEAN 
CO-OPERATIVE BANKING* 


RECENT co-operative banking experience in Europe has been rich and 
varied. Many developments and modifications have brought about far- 
reaching changes in the structure and organization of co-operative 
banking. All over Europe there has been a general trend towards the 
formation of larger credit units by an amalgamation of smaller local 
units. Co-operative banking has become a big business with many 
functions added to it. In most of the countries current accounts and 
payments by cheque have come into vogue. 


Attempts towards increased co-ordination of various types of co- 
operatives have met with considerable success. In short, the functions 
performed by co-operative banks in modern Europe are very close to 
the functions rendered by commercial banks. The main purpose of 
this paper is to discuss analytically the various developments that have 
taken place and to indicate new directions that may benefit other coun- 
tries which have pinned their faith in the co-operative way of life. 


West Germany 


Germany, the land of the birth of co-operative banking, still stands 
out as a living monument to the ideals of its twin founders. Co-opera- 
tive banking in Germany was subjected first to the totalitarian policies 
of the Nazis and then to the ravages of war. After the war another 
severe blow was dealt to co-operative banking by a national collapse 
in 1956. The post-war inflation called for a drastic currency reform, 
resulting in an adverse balance for the banks. “ The owned capital of 
banks was reduced to about 10 per cent of its previous level.”* 


Another set-back that German co-operative banking had to face 
was at the time when the former German Co-operative Central Bank 
was liquidated due to partition. The new German Co-onerative 
Central Bank for Western Germany was formed in 1949. Thanks to 
the Europvean recoverv programme and the general recovery of trade 
that very soon the urban co-onerative banks began to gather streneth 
even more quickly than the rural banks. “The rural credit co-onera- 
tives suffered esneciallv in their abilitv to make loans, for the currency 
reform left them with 80 per cent of their assets tied un in non-nevoti- 
able equalization claims and new deposits accumulated more gradually 
in the country than in the towns.”? 


*T am indebted to Dr. R. Balakrishna for his valuable suggestions in 
preparing this paper. 


* Arnold Bading : Year Book of Agricultural Co-operation, 1955, p. 110. 
? Thid. 
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By 1954 total savings and other deposits with the local and regio- 
nal credit societies affiliated to the Raiffeisen Federation amounted to 
£239 million excluding the deposits with the regional banks. The 
loans granted by the credit societies to non-banking clients amounted 
to £188 million. Savings deposits have become more and more im- 
portant after 1951 as a source of capital. “Savings” deposits (£145 
million) accounted for 66 per cent of total deposits on 30th June, 1954, 
as against 50 per cent at the end of 1952.”* It formed 84 per cent of 
total deposits before the war began. In recent times there has been 
an increasing use of current accounts for cheque payments in rural 
areas. 


The second important feature in German experience is the 
tendency towards formation of larger credit societies which have 
remained more as specialized institutions and a simultaneous growth 
of small-sized multi-purpose societies. “Most are small village multi- 
purpose societies combining deposits and loan business with bulk 
purchase of agricultural requirements and marketing of farm produce. 
Many also provide co-operative machinery services such as seed clean- 
ing and threshing.”“* Management of credit co-operatives is mostly 
on a voluntary basis and reflects the traditional character of the insti- 
tutions. In the case of larger and specialized societies financing of 


increasing number of fuctions is becoming more and more common. 
“A comparatively new but increasingly important credit function, 
carried out mainly by the regional central banks and also by the larger 
and more snecialized local societies, is the financing of agricultural 


995 


supplv, marketing, processing and service co-operatives. It is esti- 
mated at present that about 80 per cent of the banks do both banking 
and non-banking business. 


The German co-operative credit societies vary a great deal in 
size. “At the end of 1953 more than half the local credit societies 
had under £9,000 in deposits, and some 3,200 had deposits ranging 
from £9,000 to £30,000; there were 356 societies with over £90,000 
in deposits.”* Better progress seems to have been achieved by the 
larger credit societies which have remained as specialized credit insti- 
tutions. There has been an intensive drive to increase deposits as 
deposits form the very basis of credit business. The new devices for 
mobilizing the rural savings include weekly door to door collections, 
Savings programmes in schools and a lottery system. In addition, 
current accounts are greatly encouraged. 


3 Thid. 

* Ibid., pp. 106-7. 

5 Arnold Bading : Year Book of Agricultural Co-operation, 1955, p. 108. 
* Ibid. 
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The larger societies are recognized as foreign trade banks. They 
also engage in other banking business, such as the purchase and sale 
of securities, safe custody and foreign exchange transactions. 


In the German set-up there is one central bank for all branches 
of West German co-operation, namely, the agricultural, productive 
(Schulz-Delitzsch), housing and consumer movements. The German 
central co-operative credit bank is a public credit institution set up 
under a special Federal Law. “German co-operative law stipulates 
that every registered co-operative must be a member of an officially 
recognized auditing union, which carries ovt an annual or biennial 
audit and inspection of its member societies, advises them and re- 
presents their interests with the public authorities and with other 
organizations.”” The twelve auditing unions are affiliated to the 
German Raiffeisen Federation. 


The German banks have thrown open the membership of the 
credit societies to rural tradesmen, employees, labourers and profes- 
sionals. 


Short and medium term loans are supplied by the credit socie- 
ties. But the Raiffeisen organisation includes two mortgage banks 
which specialize, among other things, in long-term agricultural credit. 


Even today German law requires that credit business must be 
confined to members alone. Tax exemptions are permitted on credit 
societies. “Being regarded as mutual aid institutions of the middle 
class, rural credit societies (and the urban Schulze-Delitzsch banks) 
only pay a third of the full rate of profits tax imposed on all cor- 
porate bodies in Germany.”® 


Another interesting aspect of the German credit units has been 
their interest in many-sided activity. About 40 per cent of all loans 
granted go to farmers, 45 per cent to tradesmen and the rest to 
salary earners, labourers and professional people. 


France 


The General Confederation of Agriculture was organized in 1951. 
Its members are the three National Federations of (a) Agricultural 
Co-operation, (b) Agricultural Mutual Insurance, and (c) Agricultural 
Credit. Recent French experience has revealed that the local village 
banks are being gradually replaced by “cantonal” banks because 
of the rapid amalgamation that is taking place at the village bank 
level. “There is, as a rule, a fairly close liaison between banks and 


? Thid., p. 106. 
* Ibid., p. 108. 
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agricultural supply co-operatives, and short-term loans are available 
for the main items of farm expenditure, so that accounts with the 
supply society may be settled promptly.”* However, there are general 
societies as well, which keep running accounts with their members, 
debiting them with their purchases, and crediting them with the 
produce sold to the society. 


A feature which has been recently introduced in French co-oper- 
ative banking is that in addition to the three types of loans short, 
medium and long term loans, credit banks also grant loans by an 
open account for their members at interest 1 per cent higher than 
on loans granted against security. Interest rates generally range from 
6.5 per cent on ordinary loans to 5.5 per cent on loans covering the 
harvest. 


Co-operative banking is fairly popular in rural areas and one 
out of every three farmers is a member of a bank. In 1950 there 
were 781,000 deposit accounts of which 744,000 were those of indi- 
vidual farmers. 


There are 96 Regional Agricultural Banks. They operate through 
local banks in receiving deposits, making loans and they also redis- 
count agricultural paper. Some of the Regional Banks have branches 
which deal directly with farmers. At the end of 1950 the combined 
resources of the regional banks amounted to approximately 
£198,000,000, of which £88,000,000 represented the sight deposits of 
members, £3,700,000 capital and reserves, £57,300,000 advances from 
the National Agricultural Credit Bank and from other national funds, 
and £48,000,000 rediscounts with the N.C.A.B. as well as with the 
Bank of France and private banks.’° 


The National Agricultural Credit Bank inspects the co-operative 
credit banks, fixes the interest rates and guides in policy matters. 
Beyond that the co-operatives are free to function on their own lines. 
The total resources of the National Agricultural Credit Bank at the 
end of 1950 amounted to £140,000,000, of which £2,900,000 repre- 
sented the original endowment and reserves, £40,600,000 were from 
deposits and sale of bonds, £40,000,000 rediscounted with the Bank 
of France, and the remainder (about one-third) derived directly from 
the State. The Bank has also set up a department to deal in foreign 
exchange. 


The French experience reveals that co-operative banking has 
derived a substantial financial aid from the State. In fact, during 
the post-war years, much has been done by the State to modernize 


* Margaret Digby : Year Book of Agricultural Co-operation, 1952, p. 31. 
*° Thid., p. 32. 
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French agriculture and as in Germany the co-operative channels were 
utilized for disbursing the amounts received under the Marshall Aid 
plan for European recovery. 


The French co-operative banks make long-term loans as well in 
addition to short and medium ones. By the end of 1950 short-term 
loans represented £112,000,000, medium-term and long-term loans 
amounted to £54,000,000. 


One very important feature that has contributed to the success 
of co-operative banking is the promptness with which the borrowers 
carry out their obligations. “Of the total advances, only about 1 
per cent was recorded as ‘in arrears or subject to litigation’.”™ 


Italy 


“The history of the co-operative movement falls into four 
sharply contrasted periods, those of formation, consolidation and 
development, Fascist repression and renaissance.”'? From the histo- 
rical standpoint, rural credit and other forms of agricultural co- 
operation developed simultaneously in Italy. Before the beginning 
of the Fascist regime, the Italian banks differed from the German 
banks in five special points: ** 


1. Administration was more democratic and the Italian set-up 


was regarded as “more secure and more educative” because 
amateur bodies guided the policies. 


Liability of the shareholder was limited. In a country where 
inequalities are great as in Italy, limited liability was most 
desirable. 


The chief channel of credit was always the bill of exchange, 
advance bill or trade bill. The co-operative bank itself was 
a chief rediscounting house. 


Wherever funds were limited, preference was always given 
to those who needed smaller loans. Special loans were made 
to non-members as well, on no security, except on their good 
faith. 


The banks functioned in close touch with industrial asso- 
ciations of producers and had a friendly attitude towards 
country banks. Some town banks even had country branches. 
Traditionally, the Italian banks had a high percentage of 
non-borrowers, such as wage-earners and salaried officials 
who always contributed greatly towards deposits. 


1! Thid., p. 32. 
2 Year Book of Agricultural Co-operation, 1954, p. 146. 
**C. R. Fay : Co-operation at Home and Abroad, 1932, Vol. I p. 64. 
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The present form of co-operative banking had its foundation 
when under the 1947 law a special co-operative credit division was 
created in the National Labour Bank, with a fund which in 1950 
amounted to 24 milliard lire. By 1953 the loans granted through the 
co-operatives totalled 17,000,000,000 lire and 5 milliard lire out of 
this was given to agricultural co-operatives. In 1952 the National 
Ex-servicemen’s Organization advanced about 3,550,000,000 lire to the 
co-operatives. 


Even though the State has helped a great deal in encouraging co- 
operative banking, yet it has not been able to grow to the fullness 
of its stature for two major reasons. First, a new fiscal law is needed 
which would provide a proper climate for its rapid growth. Second, 
there is the absence of strong regional and national organizations which 
could give proper leadership and guidance. 


The present form of co-operative banking is based on the 
Raiffeisen type. At the end of 1949 there were 111,406 members for 
the country as a whole with capital amounting to L.5,5052,740 and 
deposits amounted to L.16,431,285,450. One other peculiarity of 
Italian banking is to be found in its uneven distribution. In Northern 
Italy 63.9 per cent of the banks are found, whereas in the South the 
percentage of banks is as low as 1.3. 


Netherlands 


The first agricultural credit bank was established in 1896 and 
the Dutch Farmers’ Association was also formed in the same year 
with the help of the clergy. Two central banks came into operation, 
namely, the Co-operative Central Agricultural Bank at Eindhoven and 
the Co-operative Central Raiffeisen Bank at Utrecht. The former one 
is generally identified with Catholics and the latter with Protestants. 


An important feature in the Dutch experience is that even though 
co-operative bankig first started from the top and the primaries were 
organized later the voluntary nature of the organization has been 
retained unimpaired. In 1900 there were only 67 local banks, in 
1910 they rose to 608 and in 1953 there were in all 1,322 local banks. 


The Dutch co-operative movement owes its development to 
voluntary effort even though the Government granted 150 florins to 
each new bank to meet the legal costs of formation at the earlier stages 
of operation. The central banks receive a subsidy to cover the costs 
of supervising their affiliated local banks. 


In the Dutch system the principle of unlimited liability is laid 
down as a general rule. No share capital is raised and the members 
pay a small entrance fee. The area of operation is limited. A special 
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feature is that in addition to resident individuals, corporate bodies 
in the area can also become members. In 1953 the total member- 
ship stood at 315,000. 


The administrative organs consist of (1) the general meeting, 
being the highest authority and is charged with the election of (2) 
the Board of Directors, and (3) Board of Supervisors. The Board of 
Directors appoints a cashier who acts as a manager as well. Except 
the cashier no one else receives a fee for his services. All profits are 
added to reserve and no bonuses are permitted. 


Credit is made available in the form of loans as well as overdrafts. 
The banks accept collateral as well as personal guarantee. The Dutch 
banks advance long-term loans as well in addition to short and medium 
term loans. Mortgage loans are granted upto two-thirds of the apprais- 
ed value of the property. Other forms of advances are callable on 
three months notice. 


The local agricultural banks are independent associations with 
their own management, even though their power to grant credit is re- 
stricted. If a larger loan than what is permitted is asked for, then the 
local banks seek authorization from the central bank. Deposits are re- 
ceived from members as well as non-members both on savings and 


current accounts. Savings accounts, however, form 80 per cent of the 
total deposits and are the main source of credit. 


The Dutch banks encourage the banking habit of the farmers by 
permitting payment by transfer. Payment of advances are made by 
transfers to their current accounts. The local banks cannot grant un- 
secured loans for developmental purposes. “In 1952 a special security 
fund for agriculture with a capital of £2.5 million was provided from 
the Special Account of “ Marshall Aid”; this sum is used as security 
for upto 50 per cent of loans granted to farmers for increasing agricul- 
tural productivity.”** 


As in Germany the banks vary a great deal in size and they grant 
loans to rural trades people and artisans in addition to farmers. 


The two central banks act both as bankers and as supervisory 
bodies to the local banks. “They are the clearing houses of the local 
banks, responsible for the safe investment of their surplus funds.”** 


Supervision is made easy because cf the uniform system of book- 
keeping and use of the same type of forms by the local banks. The 
possibility of over-decentralization is avoided by making the local 
banks obtain the approval of central banks in matters of manage- 


Year Book of Agricultural Co-operation, 1956, p. 197. 
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ment and disposal of loans. The central banks furnish the regional 
and national agricultural co-operatives with working capital. The 
central banks also provide advisory service to their member banks on 
legal, banking and management problems. 


Since the two central banks cannot supply long-term capital, there 
are two other banks that have been set up for this purpose, namely, 
(1) the Bank for initial capital (Grondkataal Bank) and (2) the Agri- 
cultural Mortgage Bank (N. V. Boeren-Hypotheek Bank). 


The Bank for initial capital was formed in 1927 by the Bank of 
Utrecht and 438 of its affiliated local banks. “The basic idea was 
to issue debentures quoted on the stock exchange and thus make the 
national capital market accessible to agricultural co-operatives.”** A 
member has to acquire at least one share, on which 10 per cent must 
be paid up and the societies are required to take up additional shares 
in proportion to the amount borrowed. The Bank for initial capital 
guarantees steady financing and constant interest rates.'’ 


The Agricultural Mortgage Bank was established in 1908 to lend 
money to individual farmers on first mortgage. It obtains funds by 
issuing debentures like others. Legally it is a limited company and 
economically it is a co-operative. Its members are the Central Bank 
at Eindhoven and its affiliated local banks. “The bank uses a spe- 
cial mode of issue—a non-withdrawable mortgage loan with 40 years’ 
currency and fixed interest.”** 


The Joint Banking office was founded in 1949 as a link between 
the two Central Banks and to act as banker to government institu- 
tions which make payments to farmers. 


In conclusion it may be said that the Dutch co-operative credit 
is so efficiently organized that a large proportion of short and medium- 
term credit is taken care. But in the case of long-term credit, the 
business is still mainly in private hands. Regarding the short-term 
credit, especially, the co-operatives have indeed become the financial 
centres of their areas. 


Denmark 


A singular characteristic of the Danish co-operative experience 
is the highly specialized nature of its societies. The societies are form- 
ed entirely on the initiative of their members and they are an im- 


5 Thid., p. 198. 
1° Thid. 
17 Thid. 
18 Thid., p. 200. 





CO-OPERATIVE BANKING 89 


portant element in the system of voluntary association in a democratic 
way of life. The “Central Co-operative Committee” established in 
1899 is a joint organization representing all Danish co-operative 
organizations. 


The Danish Co-operative Bank was founded in 1908 but began 
functioning only after 1914. Due to speculative activities the Bank 
had to be wound up in June 1925. But in November of the same year 
the “ Danish Co-operative and People’s Bank” was established.’* 


Unlike in Germany the co-operative village banks were founded 
on the initiative of the central co-operative committee. By 1950 there 
were about 100 village banks with a national association. The 
Raiffeisen ideals guide their activities, 


Belgium 


For a long time Belgian law did not encourage a rapid growth of 
the co-operative movement. The provincial union of agricultural 
union was founded in 1950 with the object of promoting agricultural 
co-operation and the Rochdale ideals form the bedrock of the Belgian 
movement. 


The rural credit banks are formed entirely on the Raiffeisen type 
and are affiliated to the Central Agricultural Credit Bank, a subsidiary 
of the Boerenbond. By 1953 there were 788 rural credit banks with 
£10.3 million in loans outstanding. 


Finland 


Co-operative banking in Finland commenced about 54 years ago 
with the founding of the first co-operative central federation. This 
central bank is also known as the OKO under the guidance and direc- 
tion of which co-operative banking has expanded its activities. The 
OKO transacts all banking business and the Central Union of Co- 
operative Credit Societies (OKL) does the educational and auditing 
work on behalf of the Finnish Government. Co-operation in Finland 
is free from State interference except that it has its representatives on 
the Board of Administration. 


The Central Bank is empowered to transact foreign exchange busi- 
ness in addition to its other banking functions. Similar to the practice 
in Germany, the Finnish central bank makes loans to all other forms 
of co-operative institutions in addition to the credit co-operatives. One 
additional point to notice is that credit is also granted to joint stock 
companies which function on co-operative principles. 


*® The Danish Co-operative Movement, Danish Information Handbooks, 
Copenhagen, Det Danske Selskab, 1950, p. 66. 
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The State has done a great deal to promote co-operative banking. 
At the end of 1952 out of a total share capital of 1,000 million marks 
the contribution by the State amounted to 25 million marks and was 
given free of interest. As in many other countries deposits form the 
main source of working capital. By the end of 1952 the number of 
depositors were about a million and total membership stood at 250,000. 


The extent to which co-operative banking has succeeded in Finland 
can be seen from the following statement: “The total sum of credit 
required by agriculture on the free money market at the end of 1951 
was 23,288 million marks. The share of the co-operative credit orga- 
nization was 12,614 million marks, or 54.2 per cent of the total amount 
granted. Savings banks had given 7,975 million marks, or 34.2 per 
cent, and the commercial banks 2,179 million marks, or 9.3 per cent.”?° 


One interesting development similar to the German and French 
experience is the tendency in Finland for co-operative credit units to 
get amalgamated and emerge as large size units. In 1930 there were 
1,414 credit societies and in 1952 there were only 623. But the mem- 
bership, deposits, loan volume as well as owned funds have steadily 
increased. In 1930 the membership of the credit societies amounted 
to 144,300 and by 1952 rose to 250,000. 


Norway 


Co-operative banking in Norway had comparatively a late begin- 
ning. It was not until 1915 that a real co-operative credit institution 
was organized. And when “ Norway’s Rural Credit Society for Agri- 
culture and Forestry” was organized in 1915 the first object was to 
lend long-term loans on first mortgage. In 1925 the “ Farmers Society 
for Short-term Credit” was formed as a daughter institution to the 
former in order to provide cheap short-term loans to forest owners on 
second mortgages. 


In 1945 the Federation of Agrciultural Co-operative Associations 
was organized in order to co-ordinate the work of co-operative market- 
ing, purchasing and credit system. The Norwegian system is based 
entirely on voluntary effort and there has never been any special law 
relating to the functioning of co-operatives. The present trend in 
some areas has been towards the formation of multi-purpose societies. 


Sweden 


The organizational set up of co-operative banking in Sweden very 
much follows the characteristics of other forms of agricultural co-ope- 
ration. The best developed type of co-operatives are the dairy o-gani- 
zations. Regarding the credit structure the foundation is the local 


** E. Linna : Year Book of Agricultural Co-operation, 1954, pp. 136-7. 
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credit societies, which are linked up in country federations, which in 
turn combine in a central union, the Swedish Agricultural Credit 
Fund.”* 


The State has done a great deal to promote co-operative banking. 
After 1930 the expenses of management of both local and central 
associations were met by the State for a period of 20 years. The 
State has also advanced considerable sums of money towards provid- 
ing security to the country federations and the central fund. In 1936 
there were in all 789 local credit societies with 84,148 members. 
Their total deposits amounted to £1,677,000 and loans-to £3,770,000, 
own capital-shares and reserves was £180,000.*7 The total member- 
ship in 1949 had gone up to 1,093,319. In 1948 farmers’ credit 
amounted to 306.8 million kronor and mortgage bank credit to 659.1 
million kronor. This shows that Sweden is a unique example where 
mortgage credit for long-term use more than doubled the short-term 
advances. Even though the State has done so much for co-operative 
banking, it is still entirely free from government interference. 


Greece 


Co-operative baking was the forerunner of all other forms of 
agricultural co-opeation in Greece. Even though rural credit co-ope- 
ratives had long been in existence, the Agriculturai Bank of Greece 
was founded only in 1929 and with its coming into existence the 
long felt need for a central institution was realized. Auditing function 
of its member societies was instituted. Co-operative financing was 
systematised, long-term loans were furnished and new activities were 
undertaken.** 


By 1939 there were 4,300 credit co-operatives out of a total of 
5,000 agricultural co-operatives and the membership stood at 300,000. 
By 1948 the number of credit co-operatives rose to 5,342. There was 
an increase in the number of all other co-operatives too during that 
period. 


The Agricultural Bank of Greece is the central credit institution 
that finances all forms of co-operative activity. Greeks believe a 
great deal in the co-operative way of life and it is estimated that 
about 60 per cent of the total population are members of one form of 
co-operation or the other. “The main characteristic of the Greek 
co-operative movement is its unity and its uniform organization.”** 


1 Axel Gjores : Co-operation in Sweden, 1937, p. 178. 
22 Thid. 

*° Year Book of Agricultural Co-operation, 1950, p. 145. 
*4 Thid., p. 149. 
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Switzerland 


In Switzerland there is one co-operative law for all forms of 
co-operatives. The Swiss co-operatives are known for their high degree 
of specialization and independent functioning. There has been a lack 
of apex organizations to co-ordinate the operations of different types 
of co-operatives. Swiss rural credit societies are patterned after the 
Raiffeisen societies. There is a national organization to which all 
the local credit societies are affiliated. All the profits of the central 
bank go to the reserve fund and speculative activities are strictly 
forbidden. “The share of Swiss Raiffeisen banks of the aggregate 
balance of all banks in 1951 was 3.6 per cent as against 38.1 per cent 
in the case of the cantonal banks.” 


An interesting type of co-operative activity that is unique is the 
“ Swiss Guarantee Co-operative Society” for rural labourers and small 
holders. The main purpose of these institutoins is to help rural 
labourers and small holders to own the farms they operate. “The 
maximum sum guaranteed is 10,000 francs. It should be noted that 
the society only guarantees credits ; the applicant has to find the money 
himself.”** 


Austria 


Considerable success has been achieved by the Raiffeisen credit 
societies in Austria in spite of the fact “new societies cannot be esta- 
blished nor existing ones extended without official permission.”*” Co- 
operative activity in Austria has been greatly helped by the existence 
of an apex organization called the General Agricultural Co-operative 
Union to which the various federations of all types of primary societies 
are affiliated. “This form of centralization makes for unity of direc- 
tion and execution in matters of general policy while at the same 
time preserving the independence of the primary societies.”** 


Increasing stability of the Austrian Economy has helped to aug- 
ment rural savings. “At the end of 1951, deposits in the 1,759 
Raiffeisen societies amounted to about 502 million schillings as 
against 377 million granted in loans and credits. The corresponding 
figures for the Raiffeisen centrals were 417 million and 381 million 
schillings. Societies’ share capital stood at 23.8 million and reserves 
at 50 million schillings.”*® The total membership of the Raiffeisen 
credit societies at the end of 1951 stood at 298,600. 


5 Charles Feldmann: Year Book of Agricultural Co-operation, 1954, 
. 118. 
. ° Thid., p. 119. 

*7 Franz Rainthaler: Year Book of Agricultural Co-operation, 1953, 
p. 250. 

*8 Thid., p. 348. 

°° Thid., p. 252. 
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Spain 


The Raiffeisen credit societies found their way into Spain by the 
beginning of the 20th century with the backing of the clergy. Later 
on there was a tendency for the credit banks to grow into multi-purpose 
societies. The co-operative law of 1943 laid down for the co-oper- 
atives that “their objects must be of an economic or social character, 
but they must not aim at profit making.”** The rural credit co-ope- 
ratives provide for open membership, limited as well as unlimited liabi- 
lity, shares to be only transferred but not sold, reserve and special 
funds to be indivisible and the assets of a society to be passed on 
for a public purpose in case it failed. 


At the time of formation the societies are small, but in course of 
time they tend’ to become multi-purpose institutions, serving a village, 
with limited liability. “ Village credit banks (with unlimited liabi- 
lity) are. separately organized, but only in villages where a general 
agricultural society also exists.”** In 1950 there were 4,536 agricul- 
tural societies in all with a membership of 896,251. The total advances 
made by local banks amounted to £34 million. 


British Isles : 
England 


Agricultural co-operation in England had comparatively a late 
beginning. “Membership has increased from 108,000 in 1946 to 
207,000 in 1955, and it is estimated that two out of every three farmers 
are members of agricultural co-operatives.”** There are no co-ope- 
rative banking institution specially organized for advancing loans to 
farmers. Credit accommodation is made available to the farmers in 
a special way in England. The co-operative wholesale society has a 
banking department in which many agricultural co-operatives have an 
account. 


The multi-purpose societies provide all the supplies and require- 
ments of farmers and they enjoy credit for a period ranging from 62 
days to about 45 days. “At the end of 1945, members of require- 
ment societies owed collectively over £7 3/4 million to their societies, 
and the average length of credit was 47 3/4 days.”** And “it is easy 
to see why this happens: there is no co-operative credit system in 
England, and with the tightening up of bank loans farmer have turned 
more and more to merchant credit.”** 


8° Year Book of Agricultural Co-operation, 1953, p. 273. 

$1 Thid., p. 275. 

2 Sheila Grost : Year Book of Agricultural Co-operation, 1957, p. 2. 
%° Tbid., p. 18. 

** Thid., p. 19. 
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Some special features of the English multi-purpose agricultural 
co-operatives are: 


1. They do not draw on outside capital, either from other banks 
or from the Government. 


Investments of members are very high and the share capital 
averages about £44 per head. The proportion of owned capi- 
tal of the societies is as high as 52 per cent of total liabilities. 


Many of these societies are very large in size and offer a 
variety of services. 


Because of the enormous size of some of the societies, the 
democratic nature of the institutions tend to be watered down. 


Problems of over-lapping and inter-co-operative competition 
merit special attention. 


The most notabe event that has occured in recent years in the 
development of the English agricultural co-operation is the formation 
of the Agricultural Central Co-operative Association Limited on 4th 
October 1956. It is an organization which is solely responsible for 


the development and servicing of agricultural and horticultural co-ope- 
ration in England. 


Eire 


Even though agricultural co-operation as such has found a highly 
congenial atmosphere in Ireland, the banking side has not developed 
to the same extent as the dairy marketing or the supply side. At the 
end of 1950 only seven out of the 19 existing credit societies were 
functioning and the loans advanced amounted to £3,690.°° The lack 
of progress of co-operative banking has been due to two reasons: (1) 
First, as in England goods are supplied on credit, and (2) there has 
been a general improvement in agricultural conditions which has 
brought about many agencies working in the field of agriculture. 


Eastern Europe : 
East Germany 


All forms of agricultural co-operation were reconstituted in 1945. 
“Primary societies were required to affiliate themselves to provincial 
and central unions with considerable powers of direction in addition 
to the usual auditing powers.”** In 1947 there were 6,198 agricultural 


°° Year Book of Agricultural Co-opreation, 1953, p. 196. 
** Henry W. Klein: Year Book of Agricultural Co-operation, 1953, 
Footnote p. 237. 
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co-operatives of all types with a total membership of 872,000. In 1949 
a central agricultural union was formed. Primary societies take the 
form of multi-purpose village societies and special local societies. 
The secondary or provincial level of agricultural co-operation com- 
prises banks, trading societies for bulk purchase, and the p-ovincial 
unions.*’ The central trading societies which are at the top take care 
of inter-provincial and foreign trade. The central union directs the 
central and provincial bodies and promotes co-operative education and 
research. 


The new set up in East Germany has done away with the tradi- 
tional decentralized structure and a considerable degree of centraliza- 
tion has been introduced. “Another break with German co-operative 
tradition was the organization in March 1949 of multi-purpose village 
co-operative societies.”** These new societies grant credit, accept 
members’ deposits and borrow additional funds, whenever required, 
from the co-operative banks. They are also buying and selling agen- 
cies for the farmers. “Over 3,000 such societies were planned for 
1949 but only 1,058 had been formed, sometimes by conversion of 
existing specialized societies, by the middle of the year.”** 


Regarding the finances of the co-operatives, long and short term 
loans will be made by the Ministries of Finance and Agriculture and 
the Peasants’ Bank. 


Czechoslavakia 


The early co-operative credit societies were pure Raiffeisen socie- 
ties. Following the “new course” of the Communist Party, agricul- 
tural co-operation has undergone a thorough revision. “ All sources 
of credit are in the hands of the State, as the pre-war savings banks 
have been absorbed in the national banking system and local autho- 
rities act as credit guarantees.”*° 


Yugoslavia 


Co-operative legislation during the post-war period has been very 
much influenced by Russian political philosophy. The General Agri- 
cultural Co-operative Act of 1949 was in the direction of fostering 
a State-planned co-operative movement. The General Agricultural Co- 
operative Act of 1954 introduced several novel features which were to 
provide for workers self-government in industry and trade. This new 
decree defined co-operative property as “social property” which will 
be managed by the co-operatives and on no account be taken from it.* 

57 Thid. 

*8 Thid., p. 238. 

5° Thid., p. 237. 

“° Tbid., p. 246. 

“ P. G. Gorst : Year Book of Agricultural Co-operation, 1956, p. 44. 
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The basic principles laid down by the new decree weice: 
“Yugoslav co-operation is voluntary ; no member has more than one 
vote, and individuals are free to join or withdraw. Co-operatives are 
financed by members’ share capital and are required to maitain reserve 
and other funds enabling them to develop their business and safe- 
guard their economic independence.”*? 


The most recent development in Yugoslav co-operative organiza- 
tion is that, specialized societies are giving place to multi-purpose or 
“ubiquitous omnipurpose” type of rural co-operatives.** After the 
year 1948-49 the general co-operatives absorbed or superseded the 
credit co-operatives and opened their own thrift and loan sections. In 
addition to the already existing activities the foilowing three new fields 
were added: 


1. Rural industries and trades, power stations, etc. 


2. Agricultural production, like livestock breeding ; and 
3. Social Welfare, like cottage hospitals. 


Rural credit in Yugoslavia is administered through the National 
Bank. The State help and assistance to the co-operative system take 
the form of (1) short and long term credits, (2) development grants, 
(3) special subsidies, and (4) tax privileges. As is the practice in most 
of the Communist countries, “there is no private capital in Yogosla- 
via. All capital comes from production and is distributed by certain 
organizations. Agricultural co-operatives obtain credit in just the 
same way as other economic organizations do.** 


A new co-operative banking system emerged in 1954 when for 
the first time long-term loans were made direct to individual farmers 
as well as indirectly in the form of allocations to co-operatives. From 
1947 to 1951 long-term credits were allocated entirely on the basis of 
the State economic plans. In 1952 a more flexible system of com- 
petitive “bidding” was introduced. Allocation of credit is decided 
by a commission composed of representatives of the National Bank, 
the Chamber of Agriculture, and the Co-operative Union. 


1. A co-operative must submit a sound scheme for utiliz- 
ing credit ; 
The scheme must be profitable ; 


The co-operative must be credit-worthy and capable of 
putting the scheme into effect. 


*? Thid. 
** Thid., p. 55. 
“* Tbid., p. 81. 
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The following conditions were laid down for granting long-term 
credit :* 


In the Federal Economic Plan of 1955 maximum loan periods 
were prescribed according to the purpose for which credit was requir- 
ed. For Loans meant for reclamation work the period was fixed upto 
50 years ; for building projects at 40 years ; for perennial plantations 
and heavy machinery at 20 years ; for other machinery at 10 years and 
for purhasase of working and breeding cattle at 5 years. The rate of 
interest on these loans was put up to 4 per cent and prior to 1952 
the rate ranged from 1 to 2 per cent. . 


The date for repayment of the first instalment was fixed as 
follows : within three years of full utilization of the reclamation loan ; 
one year for buildings; six years for orchards; four years for vine- 
yards and hop gardens and one year for livestock. The total long- 
term credit allocated under 1955 plan for agriculture was £16 million 
and £7.2 million for agricultural industries. 


Yugoslavia has tried to blend the moderate features of both the 
laissez faire philosophy and the Soviet experience. An_ interesting 
feature of Yugoslavia’s set up was “introducing the principle of staff 
participation in the management of co-operatives”.** The Soviet 
pattern of centralized and compulsory system of collectivization has 


been given up in Yugoslavia. The present day general co-operatives 
perform a wide range of functions with staff participation and pro- 
motion of co-operation through education. 


“The distinctive feature of the Yugoslav federal structure is 
that the co-operative unions confine their activities to policy, promo- 
tion and development, supervision, advice and education, while all 
central trade and other economic services are carried out by special 
organizations which although founded and financed by the unions, are 
not themselves co-operatives but staff-managed enterprises bound by 
contract to work in the co-operative interest, consult with their parent 


union and return a major proportion of their surplus to co-operative 
funds !*’ 


The main weakness of the Yugoslav co-operative banking sys- 
tem consists in its low level of savings deposits with local co- 
operatives. 


In other East European countries, attempts towards collectiviza- 
tion of farming has resulted in the State taking over the function of 


‘5 Ibid., p. 83. 
“* Thid., p. 96. 
‘" Thid., p. 98. 
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supplying credit according to the needs of their agricultural program- 
mes. Co-operative form of organization is nevertheless very popular 
in most of the East European countries as well. 


Summary and Conclusions 


One striking conclusion regarding the recent developments in co- 
operative banking is the operation of two kinds of opposite political 
forces. On the one side are the Western Europen countries which 
have retained intact the democratic nature of their co-operative insti- 
tutions. Membership in these countries is still voluntary and they 
have retained most of their traditional characteristics. On the other 
hand, in countries which form the Eastern part, the Russian political 
philosophy has influenced the co-operatives and there has been a 
gteater and greater tendency for the co-operative credit banks to be- 
come more and more centralized and to a considerable extent have 
become a handmaid of the State. 


In many European countries, especially in W. Germany, France 
and Finland the number of large-sized local credit societies with enor- 
mous amounts of deposits are being formed by amalgamating the 
smaller societies. 


In the case of smaller credit societies, especially in Western Ger- 
many, they have tended to become more and more multi-purpose in- 
stitutions. Deposits, savings as well as current, have increased speadily 
in all most all the countries. 


A new feature in Germany and France has been granting of 
loans by way of opening accounts and introduction of payments by 
cheques. The larger banks in these two countries have been permitted 
to deal in foreign exchange in additions to many new functions like 
sale and purchase of securities and safe custody. 


The integration of various types of co-operatives have been very 
successful in many of the countries. In West Germany there is one 
Central Bank for ail branches of co-operative activity. In France the 
General Confederation of Agriculture, which was organized in 1951 
for a similar purpose, has succeeded in co-ordinating the activities of 
all types of co-operatives. 


Provision of long-term loans has attracted greater attention of the 
credit societies in Europe. The Raiffeisen organization in W. Germany 
includes two mortgage banks which specialize in long-term loans. The 
French co-operative banks make long-term loans as well in addition 
to short and medium terms loans. 
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In the development of co-operative banking the State has played 
a very important part in most of the countries. 


In Italy there has been a need for a fiscal law in order to pro- 
mote a rapid growth of co-operative banking. The Italian movement 
has suffered for want of strong regional and central organizations 
which could give proper leadership and guidance, 


Many attempts are being made to encourage the banking habit 
of the farmers in Netherlands. In order to accomplish their objective 
the Dutch Banks permit payment of loans by transfer-to the current 
accoounts of the borrowers. The Dutch Agricultural Mortgage Bank 
takes care of the long-term needs of farmers to some extent. 


European co-operative banks have increased their non-banking 
activities enormously. A new type of co-operative activity has deve- 
loped in Switzerland called the “Swiss Guarantee Co-operative So- 
ciety” for men of small means with the object of enabling them to 
own the farms they cultivate. 


Co-operative credit societies have not been set up separately in 
Britain because of the presence of a banking department in most of 
the multi-purpose agricultural societies. In Britain credit accommoda- 
tion is available to the farmers on the supplies that the farmers buy. 


In most of the countries in Eastern Europe co-operative credit 
is fashioned to suit the land collectivisation schemes. And primary 
societies take the form of multi-purpose village societies. Traditional 
decentralized co-operative banking has been given up in Eastern Ger- 
many. The co-operatives derive their loan requirements from the State. 
In Czechoslavakia all sources of credit are in the hands of the State. 


Some very interesting developments have taken place in Yugosla- 
via. The specialized societies are fast giving place to multi-purpose 
societies. All capital is de-ived from the National Bank. Credit is 
allotted on the basis of the economic plans in operation. Yugoslavia 
has tried and given up the Soviet pattern of centralized and compul- 
sory system of collectivization. Yugoslavia is one of the very few 
countries where long-term loans are made to suit different purposes. 


In conclusion it may be added that during the post-war period 
the inflow of the “Marshal Aid” funds helped a great deal to sta- 
bilize co-operative banking in many parts of Western Europe. 


Madras K. V. Srt RAM 





ON THE RELEVANCE OF THE SECTORAL CONCEPT IN 
THE THEORY OF ECONOMIC DEVELOPMENT 


Introduction 


THERE is no unique principle of economic development. There are 
however principles and patterns. Nevertheless in one form or other, 
the concept of an economic sector or a region, however defined, has 
found its place in any theory of economic development. This may 
be due to the need for identifying the overall growth of an economy 
into its component economic sectors, and alternatively for specifying 
the most potent condition for economic progress. In both of these 
cases, however, the concept of economic sector has been employed 
with two fold purposes. Either the correspondence between sector 
and the economy as a whole with a particular sense of economic deve- 
lopment has been presumed to characterise the structural basis of an 
economy or some implicitly conceived idea of sectoral imbalance or 
regional disparity has been sought to be developed in this respect. It 
would be the purpose of this note to show that there are alternative 
principles of economic aggregation behind sectoral concept and in 
terms of growth a new outlook is necessary in the concept of the sector, 


specially in the context of operational planning. From the point of 
view of programming, the meaningfulness of the idea of sectoral 
balance for a developing economy may then be visualised in an alto- 
gether illuminating angle.* 


Clarkian Concept of Sector 


We may start with Colin Clark,’, the pioneer in the formulation 
of the typology into primary, secondary and tertiary sectors and note 
the difficulties in equating these sectoral ideas to structural basis of 
the economy. If economic progress means growth over time of 
per capita national product, it was easy for Clark to identify primary 
sector with that where production of output per capita is the lowest. 
In a scheme of increasing total of national income, this means that 
the primary group of industries is inelastic over time with respect to 
increasing aggregative demand. Empirically it was very easily found 
out that most of the agricultural sector of an economy falls in the pri- 
mary category. Even in this limited version however, Colin Clark 
was aware that countries like Australia and New Zealand are there 
where per capita production in agriculture was the highest. But for 


*Most of the ideas were developed during the author’s tenure 
of Research Technicianship at the Indian Statistical Institute, Calcutta. 
* Vide Colin Clark : Conditions of Economic Progress. 
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most of the underdeveloped and undeveloped economies, the Clarkian 
generalisation was valid. Why? It was argued, that if aggregate 
demand creates the supply and the elasticity of such demand for pro- 
ducts other than food and necessaries has a tendency to exceed unity, 
according to Engel’s law, in its macro-aspect, then the perspective of 
induced growth emerges quite clearly, for non primary industries in 
general, and for tertiary in particular. The condition of economic 
development is simply then the transference of factors including labour 
from primary to secondary and to tertiary sectors. 


The obstacles to the process of creation of a large tertiary sector 
are then the main bottlenecks to economic development, according to 
this Clarkian School.? If demand creates its own supply, there can 
be no other bottlenecks to automaticity of economic development. 
One may even have pointed out that all economic progress is not 
purely demand-induced, it is materially influenced by technical condi- 
tions of supply, or technique of production and innovation. In the 
latter case, the supply creates the demand to a large extent and not 
vice versa. There are thus difficulties in secular application of 
Clarkian concept. 


Assuming that demand creates its own supply, there is a further 
consideration. Aggregative demand however assumes aggregate in- 
come of a given type of distribution. If the income distribution is of 
significant inequality, as is likely for mature capitalistic economies, 
the marginal propensity to spend on services and other than food 
articles, has a tendency to be higher, because of the operation of 
internal (Duesenberry*) and external (Nurkse*) demonstration effect, 
via demonstration of richer habits of living before the upper and 
lower middle income groups. This may account for a large tertiary 
sector catering for services and luxury or conspicuous consumption 
which is of the “ prosperity-induced” type.° If the interdependence 
of consumption spendings be however of the opposite types so that, 
the subsistence standard of living of the lowest income group sets the 
stage for the economy as a whole, then there may be overall tendency 
to “emulate” (emulation effect*) rather than demonstrate, and even 
in this case the overall marginal propensity to spend may be lower, 
but still there may be a large tertiary sector employing human services, 
but mainly of the poverty-induced type. The majority of overpopu- 
lated, underdeveloped countries of the world approximate to the latter 


2 A. G. B. Fisher in U.K., Fouristae in France. 

* Duesenberry, Income, Saving and Theory of Consumer Behaviour. 

*Nurkse R., Problems of Capital Formation in Underdeveloped 
Countries. 

5B. Datta, Economics of Industrialisation. 

* Alan T. Peacock ed. Income Distribution and Social Policy: Article 
by Johnston. 
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category, although the actual case of any economy is that of inter- 
mixture. 


The problem of specification becomes all the more acute, when 
one thinks of national income as a product-mix and what Colin Clark 
means by unchangeable dollar value of a period as the measuring rod 
for values of national product for a growing economy. There are not 
only snags in international comparison by this measuring rod over 
time, because price indices do not always adequately reflect the eco- 
nomic reality and moreover one may easily point out that the rod may 
stretch, bend and crack, even if it tries to measure the relative value of 
product mix of different sectors over time. The naughty index number 
problem is all familiar to students of welfare economics who have no 
unique criteria to decide the change in economic welfare from different 
distributions of the product total. It is admitted, however, that the 
concept of national income as an index of economic welfare is 
different from its notion as an index of productivity for an economy: 
Yet, the evaluation of outputs of different sectors of an economy over 
time, by price indices always introduces an implicit value judgement.’ 
The adoption of the unchangeable prices as the standard in the Soviet 
indices, irrespective of the free market evaluation, as under capitalism, 
has on the other hand introduced an element of arbitrariness in Soviet 
indices of growth of production. 


One gets the difficulties insurmountable in the Clarkian scheme, 
when one comes to look at the preponderance of industries in under- 
developed countries catering for both manufacturing and trading 
(secondary-tertiary), agriculture and domestic services (primary and 
tertiary). The mixedness of enterprises argument has been emphasized, 
of course, by critics’ of Clark to prove that Clarkian classification is 
unrelated to economic reality. What however has not been noted in 
this connection is that the presence of these mixed enterprises conceals 
the type of non-pecuniary interdependence of producing and distribut- 
ing units which makes for the vicious circle of poverty to be completed. 
The mixedness of enterprises indicates not only a high degree of under- 
employment of man-power, but also a very low degree of utilisation 
of the existing capital. In a scheme of economic development, how- 
ever, these are the industries which will have greatest potentiality of 
growth, by division of labour; At the present technique, market no 
doubt limits division of labour, but nonetheless it is true that after a 
stage, division of labour itself influences the market. Through bunch- 
ing of investments, supply may very well create its own demand also. 
In other words, economic development may be supply induced, rather 
than demand-induced. 


7 Baumol, Welfare Economics and Theory of the State. 
* Profs. Bauer and Yamey in recent Economic Journal debate. 
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The Recent Modification of Clark 


Some of these difficulties in the Clarkian system have been seen 
through by his recent supporters,’ by setting up the principle of aggre- 
gation behind the sectoral concept not in terms of market demand but 
of supply or production. In a broad sense it is of course true to 
say that there is a fundamental technological difference in methods of 
production in agriculture (primary) and manufacturing industries (non- 
primary.) if that difference is interpreted in its economic meaning by 
a further statement, not unlike that of Ricardians, that agriculture is 
influenced by the law of diminishing returns, whereas manufacturing 
by law of increasing or constant returns; For the static case of an 
economy at any point of time, this may well be a good generalization, 
but the secular operation of the Law of Diminishing Returns with 
changing techniques of production is rather like the search for a black 
cat in a dark room. In the perspective of growth,’® that generalization 
loses most of its validity. 


There is another difficulty of measuring technological hierarchy of 
industries or sectors, by such economic indicators like the capital-out- 
put or capital-labour ratios over time, even in the case of unchanged 
production functions. A lower capital-output ratio may not always 


represent higher efficiency as again a higher capital intensity per worker 
is not always associated with higher product per capita. It all depends 
on the level of operation, the “activity level” as it is called, in input- 
output theory. The Austrian concept of measurement of technological 
hierarchy by higher and lower order of goods according as they depend 
on different distances from final consumers’ demand, is operationally 
not much useful. At most one may derive a very broad generalisa- 
tion that in the main, the changes in prices of finished goods are “ Cost- 
determined,” while that of raw materials including primary foodstuffs 
are “demand determined.”** Ideas about the longer and shorter pro- 
cess of production of the Hayekian School’? are useful only when one 
can define properly the “average period of production.”’* In other 
words, to say that the sector having production process longer than 
the average, is secondary, as opposed to primary, is not much helpful. 
if that average itself is not operationally easy of calculation. However 
this is not so barren a track as yet. One may tread on this if one likes, 
provided he is careful. 
‘ 

*“ Concept of Sector ”’—Quarterly Journal of Economics, 1955. 

1°E. Domar—‘“ The Verga Controversy”—American Economic 
Review, March, 1950. 

11M. Kalecki—Theory of Economic Dynamics, pp. 11-12. 

12 Hayek—Pure Theory of Capital. 

13 Kaldor—“ The concertina effect”—Economica, 1939. 
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A Modified Concept 


An alternative concept of sector may however be easily derived, 
if the Clarkian perspective of growth of national income is kept in 
view. The principle of aggregation has to be conceived in growth terms, 
if the process of growth is to be explained at least partially in mate- 
rialistic, economic terms. Obviously this is based on a growth coeffi- 
cient which may be ex-ante (or potential) or ex-post (or the observed 
past). The crucial process behind economic growth lies admittedly in 
the rate of capital formation which means finally the rate of extraction 
of surplus of resources (or products) over consumption of an economy, 
although in the latter case, there remains the further problem of cana- 
lising the surplus to capital formation or net investment. Initially how- 
ever, the higher the percentage of extractable surplus, the higher the 
potentiality of growth of output in future. The actual or ex-post rate 
of extracted surplus depends for a given economy on the present system 
of organisation of production and distribution, but the next important 
problem of canalising the surplus to investment depends on the distri- 
bution of ownership of the surplus. In this perspective, bottlenecks to 
economic development must be sought for in the process of production, 
and distribution of ownership of the surplus. In this context, the 
Ricardian invectives against the rent-earning class (landed gentry) is 
easily seen to amount to the charge that large quantum of surplus of 
resources in forms of rent in the agricultural sector have been inacti- 
vated due to the peculiar ownership of the surplus which impedes 
further economic development of Capitalism. Keynes’ attack on the 
rentier element of capitalism—via “ the euthanasia of the rentier”™ 
is oriented primarily to eliminate the same bottleneck to further eco- 
nomic development of industrial capitalism. 


We may aim at further precision of our concept. The input-out- 
put analysts’® have recognised the effect of different principles of aggre- 
gation on the study of their models and forecasts. In fact, Dantzig'® 
has classified four principles of aggregation like (a) complementarity 
and (b) substitutability of demand (c) complementarity and (d) sub- 
stitutability of supply. Ultimately of course, the problem as to how 
many sectors or industries should be there in an input-output matrix 
for an economy depends on the specific cases. But if every sector of 
economic region be defined in terms of its coefficient of growth, then 
supply and demand factors may be easily seen to be constituent parts 
of it. Each sector’s coefficient of growth is in fact the contribution of 
that sector to national output over time and if we may divide three 


** Keynes—General Theory, pp. 376. 
*5 Leontief—(a) Structure of American Economy, 
(b) Studies in input-output analysis (NBER). 
** Article on “The Aggregation Problem” in Economic Activity 
Analysis, Ed. by O. Morgenstern. 
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ranges Of values of this coefficient, as less than unity, more or less 
equal to unity, and more than unity, then all the sectors of the eco- 
nomy may be placed in either of these three categories. The primary 
sector may then be redefined to mean that sector, whose incremental 
contribution to changing national income is less than unity over time. 
The tertiary sector will include all those enterprises for which the 
mean coefficient of growth shows sufficient elasticity (greater than unity). 
If on the ex-ante sense however, the sectoral concepts are redefined, 
then the meanings may slightly differ ; After an initial stage, the tertiary 
sector may Offer less scope for further development in the potential 
sense. The potentiality of development in primary sector may be very 
large at the outset, in a changed context of ownership of surplus re- 
sources in different forms. This is the essence of the concept of “ po- 
tential wealth” to be derived from disguised volume of unemployment 
in our rural sector.’ The concept of mean coefficient of growth for 
indusrties is not new. In his pioneer, empirical work, “ British indus- 
try” (1700 to 1940), Hoffmann calculated in the forties of this century 
the mean coefficient rate of growth of output of various British indus- 
tries, The way he arrived at so very important conclusions may be 
very aptly illustrated by his Table 22."* 


Mean Coefficient of growth in England 
during 1855-1913 of 


(a) Population ......... 0.9 

(b) Consumption of 
p cio ge. - Inelastic demand 
(iii) Spirits 0.7 | over Gme. 


(c) Industries of: 
(i) Confectionary a 
(ii) Paper ee 
(iii) Tobacco products 
The fact that there was little difference between growth in population 
and the increase in consumption of flour, beer and spirit confirms the 
impression that the articles of consuption have a relatively inelastic 
demand and have less importance for demand induced development 
in future. 


Elastic demand 
19 over time. 


Theoretically the principle of growth Coefficient behind aggrega- 
tion may be analysed further. If for every sector the net output (w) 
is conceived to be shared between fixed capital (c) variable capital (v) 
and net surplus (s), then from the relation w=c+v+s, one may define 
the Coefficient of growth of that industry or sector (Cg)to be equal 


17 Nurkse—Ibid. 
**Hoffmann—British Industry, Transl. from German: pp. 90, 
Table 22. 
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to s/(c + v) which is equal to 2 (a + <) i.e. equal to labour produc- 
Vv Vv 


tivity ratio divided by one plus capital labour ratio; The growth 
potentiality of each industry or sector is then seen to depend on the 
labour productivity itself and secondly on the technical level of ope- 
ration specified by the capital-labour ratio or the organic composi- 
tion of capital’® in a slightly different sense. The higher elasticity of 
Coefficient of growth of the newly defined tertiary sector may be either 
due to the higher labour productivity (net) over time and thereby 
higher level of extraction of surplus or due to change in capital-labour 
ratio over time which may not always in the short run accelerate the 
rate of creation of surplus. The implications of such questions as to 
why one sector has low elasticity of growth over time i.e. why is it a 
depressed region, may then be easily pointed out. The Coefficient of 
growth of a sector may then be easily seen to be equivalent to 3 
where, «, 8 and 4 are respectively the relative shares of C, V and S. 
(i.e. fixed capital consumption, distribution of real wage and net 
surplus respectively) at the initial period. The question why agricultural 
sector has remained depressed i.e. has not contributed to growing 
national income for an underdeveloped economy amounts to the 
question why 6 has more or less remained static over time. One may 
note that 5 over time infact reflects the frequency distribution of owner- 
ship of the proportion of extracted surplus kept inactivated. Alterna- 
tively one may have pointed out that simultaneously with unchanged 
system of distribution of ownership of surplus (constant 4), the ratio £ 
over time which neglects distribution of real wage structure in the 
economy has shown a tendency to increase in course of development 
in underdeveloped countries (increased marginal propensity to consume 
is partly due to the system of skewed income distribution in under- 
developed countries and hence to the pull of Duesenberry effect on 
the external front in terms of higher marginal propensity to import).”° 
The bottlenecks to economic development may be set also by a mal 
distribution of ownership of available fixed capital leading to a positive 
degree of monopolisation in food and retail markets. 


We have arrived at this stage, to some implicit principle of 
balanced growth i.e. that of regional balance. With the specification 
of the entire economy into non-growing, mildy growing and rapidly 
growing sectors (i.e. the modified concepts of primary, secondary and 
tertiary respectively) there is an implicit suggestion that as if for 
balanced growth, an economy should aim at equalising the Coefficient 
of growth of every economic sector or region. This may be untenable 


** J. Robinson—Essay on Marxian Economics. 
P. Sweezy—Theory of Capitalist Development. 
2°Nurkse, R.—Ibid. 
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in a particular case.” If it be the purpose of an underdeveloped eco- 
nomy to accelerate the annual growth of its national income to the 
maximum, the choice of those groups of idustries or sectors must 
obviously be made which have the highest observed mean coefficient 
of growth: Depending on the functional distribution and some other 
considerations, the criterion of choice may well be the highest potential 
coefficient of growth, provided some measurable meanings may be 
developed for latter. In effect, if economic efficiency be the sole over- 
all criterion, then there is no alternative choice left. We may now see 
that in this perspective of growth, the operational aspects of regional 
planning are more determinate now. This is simply to locate those 
sectors which remain “depressed” and insensitive to overall develop- 
ment of the economy over time and the bottlenecks to economic deve- 
lopment may easily be specified with precision.** There will be another 
consideration which regional planning must needs make whether it is 
the fact that an economic region or economic sector, perhaps initially 
striking the path of economic development accidentally due to exoge- 
nous factors, is still expanding at the cost of other regions and sectors 
(external diseconomies of the aggregative type) or whether there is some 
complementarity between economic progress in various areas.** This 
complementarity of sectoral coefficients of growth and its cumulative ex- 
ternal economies effect have been long emphasized by Allyn Young** 
in the twenties of this century and Prof. Scitovsky*® very recently ; From 


this view point, one may readily support, Adler’s*® plea for considering 
external economies from building overhead capital as the crucial tool 
behind development of underdeveloped countries and his contention 
why less reliance is to be put on agriculture, as against development in 
overheads, because investment in overhead and not manufacturing as 
such has cumulative effect which agricultural investment has not ; This 
arises essentially from the outlook of growth sketched above. 


Its Relevance 


The relevance and realism of the modified sectoral concept dev- 
eloped so far, may be shown very easily in its resemblance with some 
recent theories of economic development. For example, a very, 

7 It may be noted that the ‘ 
logical norms ” 
here. 

2S. Bose: ‘Problem of locating depressed regions’: Indian Journal 
of Agricultural Economics, 1955-56. 

*8 T. Haavelmo—Study in the theory of Evolution, Chap. I. 

7* Allyn Young—Article on “Increasing Returns and Economic Pro- 
gress” in Clemence—Readings in Economic Analysis, Vol. I. 

7°T. de Scitovsky—“ Two concepts of external economies”, Journal 
of Political Economy, April 1954. 

*° Adler s article in A.E.R. May 1952, Papers and Proceedings Number. 


‘commodity balances” idea or “ techno- 
idea in open or closed input-output model is not questioned 
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recent school of regional economists*’ has maintained that the Clarkian 
theory of regional development is inadequate in that it views the region 
as passing through various stages—primary, secondary and tertiary and 
instead, they hold the view that a region’s growth is closely tied to the 
success of its exports and may take place either as a result of the im- 
proved position of existing exports relative to competing areas or as a 
result of development of new exports.” The important point here is that 
the “concept of export base” in regional analysis is called in as the 
major autonomous variable determining the level of regional income.** 
The persistence of underdevelopment in underdeveloped countries is 
explained in this view in such terms that the external “ export-base” 
in most underdeveloped countries has not been sufficiently predomin- 
ant to counteract the low coefficient of growth of the primary and 
secondary sectors ; hence, in problems of capital formation, it is neces- 
sary to look into location theory to explain changes in export base ; 
The case of the lopsided economy of our country with more or less 
developed export sector for cash crops and raw materials, may be 
largely explained in such terms that the “ growing point industries ”?° 
of the export sector led to some cumulative adverse effects on the co- 
efficient of growth of other sectors and made the vicious circle of 
underdevelopment to be completed. The development around a com- 
mon export base has been hindered not only by the low coefficient of 
growth of the primary and Secondary sectors but by a low coefficient 
of sectoral interdependence or by a high degree of external disecon- 
omies generated. 


Another important line has been adopted by the recent location 
theorists. On the basis of occupation statistics for Great Britain and 
U.S.A., S. Florence*® has set apart a class of industry that he design- 
ates as “ residentiary”” or “ ubiquitous ”’—residentiary in the sense that 
they typically reside where the consuming population resides. With 
reference to a given region, the industries other than the residentiary 
ones are called “the primary industries,” Industries are classified into 
one or other of these types on the basis of a measure called the co- 
efficient of localization which is derived from “location factor” for 
each region or sector, “ The residentiary industries are those with low 
coefficients of localization—that is, those that are uniformly distribut- 
ed according to population and that depend upon local markets for 
the disposal of their products. The residentiary service industries in- 
clude gas, water, and transport etc. In addition, many manufactur- 
ing industries show extremely low coefficients and resemble in this, 


27 Charles Tiebout—“ Exports and Regional Growth ”—J.P.E., April 
1956: A Reply by D. C. North. 

2° D. C. North—“ Location theory and Regional Economic Growth ”— 
J.P.E. June 1955. 

2° R. Triffin : Monopolistic Competition and Gen Equilibrium Theory. 

°° S. Florence: Logic of British Industry and other books. 




















THE SECTORAL CONCEPT 59 


the residentiary service industries.” The residentiary industries may 
be called the passive industries, for these industries typically play pas- 
sive role in the short run business activity of the region. The primary 
industries here may be called “carrier industries” which are the ter- 
tiary group in the over modified concept, for these are the regions by 
the media of which economic change is transmitted from region to 
region. Vining*’ has found on the basis of rough estimate for U.S.A. 
that typically about 2/3rds of a region’s employment produces for 
local consumption, this portion of employment thus being passive in 
the interregional propagation of economic shock and that about one 
third depends on external demand, being consequently the active carrier 
in the transmission of business activity and inducement ; The estimate 
for underdeveloped countries in general will be a much smaller figure 
for the carrier industries with high coefficient of growth, and there may 
be relative predominance of “passive” or residentiary industries 
which have lower coefficient of growth. 


The potential concept of extractable surplus (i.e. ex-ante co- 
efficient of growth) has some organic similarity with the concept of 
“income-potential” recently developed by Waiter Isard.*? The 
essence of this latter concept is that the income potential produced by 
any given region upon another region will vary inversely with inter- 
vening distance, at par. The interregional and intersectoral influences 
are the most important for those groups of highly growing industries, 
called tertiary groups in our modification; But precisely due to 
this that much of the ideas on balanced growth are tricky. Even assum- 
ing a fully controlled economy the idea of “ideal mapping” of econ- 
omic space as in production oriented spatial system of Losch** is at- 
tended with manifold theoretical difficulties and operational indeter- 
minacy ; Alternatively an implicit criterion of parity between indu- 
stries and regions in terms of location factor, ‘and coefficient of local- 
ization for given industries was there in S. Florence, but it was again 
in terms of one input coefficient, ie. labour; The extension by Vining 
in the classification of industries into active and passive group has 
served to bring in the growth perspective; but it is still debatable 
whether the idea of balance between geographic regions and indu- 
stries is at all meaningfuul, in the operational sense. The concept of 
“ spatial multiplier ”’** may be more useful here when applied to a geo- 
graphic region. If we confine our interest to the effects of a single 
change in the amount of investment outlays to their “ spatial effect 
only,” we may get an idea of the spatial multiplier. It measures the 
effects of a single dose of investment outlays on either investment 


$1 Vining : ‘ Location of Industry and Regional Pattern’ : Econometrica, 
1946-47. 
*2 Walter Isard : ‘Location theory and Trade Theory’: Q.J.E., 1954. 
°° Losch : The Economic of Location ; (1954). 
«J, S. Chipman : The Theory of Inter-Sectoral Money Flows. 
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or employment but not directly to income. Prof. H. Hegeland* 
has cited the case that when the U.S. Steel corporation built 
a huge integrated mill at Pensylvania at $450 m, further invest- 
ment project of 4 billion dollars was started in the wake of 
construction boom, thus giving the value of the spatial multiplier of 
about 9.0 for this area, which is of a much higher order than the usual 
income-investment multiplier; This spatial multiplier concept seems 
to be most fruitful if applied to a sector which has just started becom- 
ing industrialized. The expansion of a given industry over newer and 
newer regions may be studied by the measure of coefficient of regional- 
isation, whereas the relation of one region and other industries, by a 
coefficient of industrialisation for that region. This is useful for under- 
developed but developing economies in that it clearly shows that the 
real multiplying effects are basically associated with the problem of 
building new industries in the right proportion. Herein the choice of 
industries with high growth coefficient is essential and the modified 
sectoral classification suggested above may be helpful. 


The outlook of growth has relevance also to the mature econo- 
mies, where attempt®** has been made to identify the problem regions 
in Europe and to determine whether the gap between poor and rich 
regions within countries has on the whole been widening and even 
certain conclusions have been empirically drawn as to the type of in- 
dustry best suited for establishment in poor regions both from the 
viewpoint of checking the cumulative process of concentration in the 
highly developed areas and from that of promoting the balanced 
growth of underdeveloped regions in a mature economy. 


For the underdeveloped countries however, the existing process 
of distribution of ownership of the surplus resources is nonetheless 
more important in that the monetization or non-monetization of this 
surplus through the imperfectively competitive market process enters as 
an important variable in the process of economic growth. The degree 
of non-monetization, calculated by T.E.C. Report*’ vol. I has been of 
the order of 30 to 40 p.c. for India as a whole and if this figure applies 
also to the marketable surplus, the elasticity of the surplus with re- 
spect to movement of terms of trade or external market may be very 
low indeed. This also explains a large carry-over inventory problem 
which leads to cobweb fluctuations in agriculture in underdeveloped 
countries. The process of growth of monetization in this sense is a 
necessary concomitant for process of economic growth. 


°° H. Hegeland: The Multiplier Theory, (1954). 

°° U.N.—Economic Survey of Europe (1954) ch. 6. Problems of 
regional development. 

** Taxation Enquiry Committee Report : vol. I. 
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Limitations and Conclusions 


Our study above being mainly on the methodology has to omit 
several of practical difficulties and in this respect, we must be aware 
of the limitations of our scope of study. The process of generation of 
surplus is necessarily a time consuming process, but here the question 
of time lags has been omitted. Many other considerations like com- 
munity preference about necessary and unnecessary consumption etc. 
are involved in the potential measuvements. With all these in mind we 
may briefly sum up the broad conclusions. 


(a) The salient point is that there is no unique process of 
economic development and hence for each process there are alter- 
native principles of sectoral aggregation with different implica- 
tions of growth for future. 


- (b) But the process of extraction of surplus resources for 
capital formation by whatever instrumentality has been the com- 
mon feature in economic development and hence the need for a 
study of the emergence and distribution of ownership of this sur- 
plus. But this may only be possible if we recast our notions of 
primary, secondary and tertiary sectors in growth perspective. 
And in this viewpoint, a sector or economic region not contribut- 
ing to the rate of growth of national product total, may be left out 
of a special national income accounting which may then accurate- 
ly reflect the economic strength of an economy in its potentiality 
of growth. 


(c) The idea of sectoral balance may be then seen in alto- 
gether a different angle, and in its relation to other similar recent 
theories of growth. 


Santiniketan JATI KUMAR SENGUPTA 











PROFESSOR GADGIL ON REPHASING THE 
PLAN—A REPLY* 


I 
Professor Gadgil’s Analysis 


THis Note is on some of the points made by Professor D. R. Gadgil 
in his papers' which were circulated to members of the Panel of 
Economists by circular letter No. PCI/IXI/58, of 9 January 1958, 
and which were considered by the Standing Committee of the Panel 
on 8 and 9 June 1957. 


2. Until I read these Notes last week I had thought that it was 
now generally recognised that we have been passing through a period 
of inflation born of over-investment, which originated in the public 
sector and, later, spread to the private sector, the excess of investment 
being covered by deficit financing in the public sector and credit crea- 
tion in the private sector. Professor Gadgil denies that there is infla- 
tion in India and asks: “I do not know what evidence there is for 
this generally held belief.” 


3. He maintains that “ neither the price situation nor the employ- 
ment situation point to the existence of a general inflationary move- 
ment.” He argues that the “ upward movement of prices has not been 
uniform.” While the prices of “ Food Articles,” “ Industrial Raw Mater- 
ials,” and “Semi-manufactured Articles” have risen, prices “have 
not risen at all or only a little” in “Manufactures” and “ Miscel- 
laneous”” groups of commodities. After observing that “if there was 
general inflationary pressure on prices it would be apparent over a 
wide range of them,” he states that the prices of both sugar and cot- 
ton manufactures, which come next to cereals and pulses in import- 
ance as cosumer goods, have varied within a narrow range during the 
the past several years. 


4. The sharp rise in the prices of cereals, we are told, has a 
“ special explanation,” and this rise, by itself, does not support, “ the 
contention that our economy is operating under powerful infiationary 
pressures.” Reading the two Notes I am not very clear what the 
“ special explanation” is. In para 10 of the Note written “last year” 
we are told that the “rise and fluctuations in foodgrain prices appear 
largely to be a matter of the relation between demand and supply.” 


* Paper prepared for the Economists’ Panel for consideration at its 
meeting in January, 1958. 


* One of Prof. Gadgil’s paper was published in Vol. V, No. 4. April 
1958 issue of this Journal. 
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Since his general thesis is that there has been no inflationary ex- 
pansion of demand, the rise in prices is attributable, iargely, to short- 
ages of supply. We are also told that foodgrain prices in India are 
governed almost wholly by “autonomous” factors, as the Indian 
foodgrains market is isolated from the rest of the world. The factors 
contributing to price determination of cereals are stated as growth of 
population, fluctuations in production, and hoarding by traders. 


5. The “strongest contra-indication” of the absence of “any 
general boom conditions,” which is, presumably, regarded as synony- 
mous with the prevalence of general inflationary pressures, is that 
“neither the employment exchange statistics nor any recent surveys 
point to any significant diminution in the level of unemployment.” 
So far from any “increase in the tempo of economic activity in towns 
and cities,” renorts from the countryside “indicate the existence of 
distress and unemployment.” 


6. The payments difficulties and the scarcity of foreign exchange 
are not believed to be “directly connected with either inflationary 
pressures or with deficit financing.” They are considered to be due 
to “uncoordinated and over-optimistic licensing of imports.” This 
is also assessed to be a “very important factor in creating monetary 
stringency.” 


7. Looking for a remedy to the situation, Professor Gadgil raises 
the fundamental question, “Have we at all a Plan in operation?” 
The first Plan, he observes, was no Plan at all in his sense of the 
term. “By planning,” he means, “on the one side a properly co- 
ordinated and synchronised programme of public expenditure and 
action and, on the other side, effective direction and regulation of 
private activity.” A plan of Professor Gadgil’s conception is a “ total 
long-term plan.” It involves “ proper selective and detailed action all 
the time rather than being content with general directives.” The 
detailed action includes “allocation controls,” a controlled and inte- 
grated price structure, “all control over foreign trade,” and so on. 
Under planning such as this there would be no “ rapid running out of 
foreign exchafige resources,” an unrestrained rise in cereal prices, or 
other difficulties which we are presently experiencing. But “ if the above 
steps are not taken at an early stage there might later be left no alter- 
native to reduction of the size of the plan and a change in the basic 
approach.” 

II 
Total Planning 


8. This concept of planning, to my mind, in essence, differs but 
little from total planning of the communist pattern. The liberty of the 
individual and democratic institutions are wholly incompatible with such 
planning. I do not see how we can resort to it, as planning in India 
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is planning for a democracy, where individuals would have maximum 
of freedom to pursue their freely chosen occupations and even greater 
freedom in the matter of the disposal of their incomes between spend- 
ing and saving. If these two vital economic freedoms, which are in- 
compatible with communist planning, can be suppressed in the name 
of the Plan and we take over, from the pricing mechanism, control 
over the allocation of resources and the production and distribution 
of consumer goods, I would at once agree with Professor Gadgil 
that we would no more have payments difficulties, shortages of foreign 
exchange, any need for devaluation, a price problem, scarcity of 
internal financial resources, foodgrain shortages, and so on. 


9. But my contention is that in order to overcome these diffi- 
culties—which are largely the outcome of our own policies of the 
recent past, it is not at all necessary to make short work of the private 
affairs of individuals, which should be their sacred and sovereign 
concern, if the object of planning (as of the democratic way of life) 
is the welfare of the individual. The difficulties we are passing 
through, in the economic sphere, can be wholly overcome by a re- 
shaping of our policies, the details of which I have examined in another 
paper which has been circulated to the members of the Panel. The 
essence of the matter is that in order to maximise economic growth— 
the paramount need of the Indian economy to-day—we have to cut 
down the Plan targets to the available resources. We may, then, pro- 
gress much faster than under the First Plan and there would be no 
need to deny the individual his heritage of freedom. Under commu- 
nist planning we may have economic growth. But it will be at the 
expense of natural justice. 


10. I have examined in another paper, referred to above, the 
issues relating to foreign exchange scarcity and the scarcity of rupee 
finance. I do not agree with Professor Gadgil that our payments 
difficulties were caused by a liberalisation of imports or that these 
difficulties can be overcome by a rigorous policy of import licensing. 
Both maladies (scarcity of foreign exchange and of rupee finance) are 
manifestations of the savings gap. The savings gap has been show- 
ing up in different places as a result of our effort to cover it by credit 
creation. I have also examined elsewhere? the problem of the rise in 
foodgrain prices, which, I maintain, has to be viewed as a special 
aspect of the general rise in prices. Like the other difficulties we 
are passing through, this is also, in the main, an outcome of our 
attempt to cover the savings gap by inflation, though here certain other 
factors have also played a part. 


2 In my presidential address to the Indian Economic Conference, Nagpur, 
and a Memorandum to the Foodgrains (Asoka Mehta) Enquiry Committee. 
The latter has been published in the Indian Journal of Agricultural Econo- 
mics, July-September 1957. 
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Ill 


Is there Inflation in India? 


11. Our primary concern in this Note is to attempt to answer 
Professor Gadgil’s query regarding the evidence on, firstly, the pre- 
valence of inflation in India and, secondly, the causes of it. 


12. Taking first the evidence regarding the prevalence of infla- 
tion, inflation is all pervasive. The effect of it would not be limited 
to isolated groups of commodities. In due course it would be reflected 
in all prices, any failure of individual prices to respond adequately to 
inflation being due to the working of special factors. That is to say, 
though all prices will be influenced, all prices may not rise in the 
same ratio. 


13. The movement of prices during the First Plan period and after 
falls into three more or less distinct phases. During the first phase, 
which covers the first two years of the Plan (1951-52 and 1952-53) 
prices fell by 20 per cent due, principally, to a failure of money 
supply to keep pace with the expanding output. During the early 
part of the second phase, which covers 1953-54 and 1954-55, prices 
appeared to be about stabilising at a level somewhat above the low 
of the preceding phase, touched in May 1952; instead, they - slipped 
down an inclined plane to a new low of 342 (1939=100) in May 1955, 
the aggregate fall during the two phases being 25 per cent. The fall 
in prices during the second phase may be ascribed, mainly, to an 
increase in the output of foodgrains, the restrictions on their exports 
and the low elasticity of demand for them. Because of the weightage 
of foodgrains in the Indian economy—they account for 67 per cent of 
Indian agricultural production and 31 per cent of the entire wholesale 
trade of the country—a fall of 33 per cent in their index acted as a 
drag on wholesale prices. 


14. Our concern here is with the third phase, which began in 
May 1955. During this phase prices have been continually moving 
upward. Except for brief and minor breaks in September 1955 and 
October 1956, the rise in prices continued even during the period of 
the usual seasonal easiness between September and December. Bet- 
ween May 1955 and the close of August 1957 the General Index rose 
by 29 per cent or an annual average of 13 per cent, Food Articles by 
60 per cent or an annual average of 26 per cent, Industrial Raw Mate- 
rials by 25 per cent or an annual average of 11 per cent, the Miscella- 
neous group by 18 per cent or an annual average of 8 per cent, the 
Working Class Cost of Living by 23 per cent or an annual average 
of 10 per cent, and the price of gold by 16 per cent or an annual rate 
of 7 per cent (see Table 1). 
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15. The prices of Manufactured Articles rose by 5 per cent or 
an annual rate of 2 per cent. This is somewhat out of line with the 
rise in the prices of the other groups cited above. This is due to 
certain special factors at work. Prices of manufactured articles, in 
recent years, have remained steady by comparison except for a decline 
in 1952-53, when, in common with other prices, they were shedding 
the effects of the transitory post-Korean influences. For about 4 years 
thereafter they kept between 99 and 102, hovering around 100 most of 
the time. They were unaffected by the fall in the prices of the other 
commodity groups which preceded May 1955. 


16. The comparative steadiness of industrial prices was no 
evidence that the price movements of the recent past were a sectional 
phenomenon. Firstly, industrial output expanded much more than 
Food Articles during the period. Until 1954-55 it kept pace with the 
expansion of money supply, the two rising by about 9 per cent each 
relatively to 1952-53. Thereafter, while agricultural production tended 
to stagnate for about three years at about the higher level attained in 
1953-54, industrial production forged ahead, the rise in 1956 being 
26 per cent above the 1953 level. During the first seven months of 
the calendar year 1957, industrial production had risen further to 43 
per cent of the 1953 level. Secondly, the (official) prices of iron and 
steel, cement, and coal were subject to control and, therefore, did not 
fluctuate with market influences. But beginning with about January 
1956 manufactured articles, too, joined the other commodity groups 
in the upward price march. That this should have happened not- 
withstanding the phenomenal expansion in industrial output bespeaks 
of the pressure of the inflationary forces. It is significant, too, that 
agricultural prices continued to rise in 1956-57, though, during the 
year, agricultural production rose by 8 points to 130 (Eastern Eco- 
nomist Index). 


17. The fall in the prices of industrial equities must be viewed 
in the light of, firstly, the small margin of rise in the prices of indus- 
trial production in a background of the accelerated price rise all round, 
secondly, the heavy taxation, thirdly, the rising wage costs and of 
the social benefits to labour, and, finally, the uncertainties of the future. 
Until the coming into operation of these factors, the prices of indus- 
trial equities had been moving up. The fall in stock-exchange values 
is not a matter of concern to the stock-exchange investors alone,—and 
not all of them are plutocrats, who, in a socialist pattern of society 
may be good game for everybody. The stock-exchange price indexes 
cannot be lightly ignored in an economy which (the public sector not 
excluded) is so over-whelming governed by the pricing mechanism. 
Stock-exchange prices, by influencing the disposal of savings in signi- 
ficant sectors of the economy, might seriously interfere with the course 
of production and employment. This may not come to the surface 
at once. But it must begin to tell sooner or later. The increased 
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activity in the bullion market, which involves an increase in gold 
smuggling and a corresponding increase in the dissipation of savings 
and of our hard cu rency earnings, is an offshoot of the slump on the 
stock-exchange. 


IV 
Increase in Money Supply 


18. We shall take up the question of the yearwise behaviour of 
the phenomenon of price inflation after reviewing the trend of money 
supply in relation to the trend in national income and production. 
From Table 2 we find that money supply, after lagging behind output 
in 1953-54, kept pace with it in 1954-55. In 1955-56, eleven months 
of which fall in the third phase, the phase of the price rise, the index 
of money supply parted company with the index of national output. 
During the year, while national output rose to 110, money supply 
jumped to 124. In 1956-57, for which year national income figures are 
not yet available, the index of money supply rose by 5.9 per cent to 
131. The rise in the money supply during the two years ending 1956- 
57 was 20 per cent, or 10 per cent per year. The rise in agricultural 
production averaged during the two years 4.2 per cent per year, and 
the rise in industrial production averaged during the calendar years 
1955 and 1956, 8.8 per cent per year. Agricultural production in India 
accounts for about 50 per cent of the national income and industrial 
production under 20 per cent. It would appear perfectly legitimate 
to infer from this that the price rise since May 1955 is a monetary 
phenomenon—the result of money supply outpacing output. Price 
movements are a complex phenomenon, being the resultant of several 
factors at work. But when inflationary forces begin to operate they 
tend to swamp, more and more, the effects of other factors. Our 
analysis indicates that beginning with 1955-56, when the upward price 
movement got under way, the prime factor at work has been an infla- 
tionary expansion of money. 


Vv 
Causes of the Rise in Money Supply 


19. This raises the question of how the imbalance in money 
supply and the national product came about. An increase in money 
is the resultant of the flow of money from three monetary taps,—the 
budget, the banking system and the balance of payments. An increase 
in the velocity of circulation of money is an autonomous factor which 
comes into operation with the progress of inflation. Activation of 
latent inflation is now a thing of the past. 


20. Of the three taps, the budget tap has been very active during 
the past few years. In the latter part of the First Plan period, overall 
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budget deficits spurted up. In 1953-54 and 1954-55, the inflationary 
impact of budget deficits was moderated by net sales of permanent 
debt by the banking system (including the Reserve Bank). But in 
1955-56, to the flow of money from the budget tap was added the flow 
of bank money from the second monetary tap. During the year the 
banking system turned net buyers of Government debt, the amount 
purchased being Rs. 65 crores; and, their reserves being augmented 
through deficit financing, bank deposits, which had been on the decline, 
moved up by Rs. 70 crores—a process which had begun in 1954-55. 


21. In 1956-57 both monetary taps ran freely—bank money rose 
by Rs. 77 crores and the budget deficit amounted to Rs. 186 crores, 
both of which were record figures. The budget deficit during the 
current year may be of the order of Rs. 315 crores. Bank deposits 
during the current financial year have been moving up at a rate which 
contrasts with the increase during the corresponding part of last year. 


22. It is thus reasonable to conclude that the increase in the 
money supply is the outcome of budget deficits. The question now 
arises of how the budget deficits arose . For an answer we must turn 
to the progress of the ouilay in the public sector. The revenue part 
of the Central budget has been consistently in surplus. Budget deficits 
resulted from deficits in the capital part of the budget and, therefore, 
stem from investments in the public sector. Plan investment in the 
public sector started gathering momentum in 1955-56, when it rose to 
Rs. 667 crores from Rs. 476 crores in the preceding year. It is 
currently estimated to be running at the budgeted annual rate of 
Rs. 900 crores. The budget deficits rose with the acceleration of Plan 
investment. 


VI 
Payments Deficits and Money Supply 


23. We may now consider the yearwise behaviour of the pheno- 
menon of price inflation. In 1956-57 there has been a slowing down 
of both the rate of increase in the price rise and the rate of increase 
in money supply. Money supply in 1956-57 rose by 5.9 per cent as 
against a rise of 14 per cent in the preceding year. The decline in 
the rate of increase of prices may be seen from Table 1. This does 
not indicate that the acceleration of deficit financing has lost its usual 
effect on prices and money supply. The decline in the rate of increase 
in money supply is the result of heavy payments deficits. The third 
monetary tap, the balance of payments position, which had been so 
large a source of inflation during the war, turned into a suction pump 
in 1956-57, from a more or less neutral position of the preceding few 
years. The loss of reserves during the year amounted to Rs. 280 
crores,—equivalent moneys were taken out of the expanded circulation 





REPHASING THE PLAN 69 


to acquire foreign exchange from the Reserve Bank to cover the pay- 
ments deficit. In 1957-58 the payments deficit was still higher at 
Rs. 370 crores (annual rate of the loss of reserves during the 9 months 
of the year). During the two years the payments deficits more than 
neutralised the expansionary effect of budget deficits. 


24. The fall in price since August 1957 would seem to be the 
combined effect of the seasonal factors and of the unduly heavy pay- 
ments deficits during 1957-58. A slowing down of over-investment, 
if this has already materialised, may be also a contributory factor. 
It will be some time before the situation clarifies. : 


VII 
Conclusions 


25. The conclusions emerging from the foregoing discussion may 
be set out briefly: 


1. Total planning of the communist pattern is incompatible with 
the basic economic freedoms of the individual, namely, freedom to 
pursue his freely chosen occupation and freedom in the matter of the 
disposal of his incomes between spending and saving. If we are 
prepared to suppress these basic human freedoms and subject the eco- 


nomy to near total regimentation, none of the problems which we are 
facing to-day need arise. But planning in India is planning 
consistently with the liberty of the individual and democratic institu- 
tions. 


2. The economic difficulties we are to-day passing through are, 
largely, the outcome of our own policies of the recent past. To over- 
come these difficulties it is not necessary to resort to total regimen- 
tation of the economy. A reshaping of these policies will permit 
maximum of economic growth at a rate faster than was achieved under 
the First Plan: 


3. The prevailing price situation provides clear evidence of the 
prevalence of inflation, which began in the last year of the First Plan 
and has continued since at least until August 1957. The prices of the 
several groups of commodities since May 1955 and as at August 1957 
have risen at annual rates varying between 7 and 26 per cent. The 
rise in the prices of Manufactured Articles is lower than in the case 
of other commodities because of certain special factors at work, 
principally, the phenomenal expansion in the output of Manufactured 
Articles. 


4. The rise in prices since May 1957 is almost wholly a mone- 
tary phenomenon—the result of the expansion of money outpacing the 
expansion of output. Money supply rose in the same ratio as real 
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national income in 1954-55. Thereafter money supply far exceeded 
the rate of increase in real national income. 


5. The increase in money supply is the result of deficit financing, 
which rose steeply since the last year of the First Plan, from Rs. 160 
crores in 1955-56 to Rs. 315 crores in 1957-58. To the resulting ex- 
pansion of money was added, beginning with 1955-56, the expansion 
of money by the banking system through the purchase of Government 
debt and by credit creation. 


6. Budget deficits have been due to acceleration of investment 
in the public sector. This acceleration began in the last year of the 
First Plan and is presently taking place at the budgeted annual rate of 
Rs. 900 crores. 


7. The decline in the rate of increase in money supply and prices 
during 1956-57, relatively to 1955-56, is due to the heavy payments 
deficits of the year. This withdrew from circulation the expansion 
of money which resulted from budget deficits and credit creation. The 
same factor has been in operation in 1957-58 as well. 


Ahmedabad, B. R. SHENOY 
21 January, 1958. 
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PLURALITY AS UNDERDEVELOPMENT* 


“We develop new territory as Trustees for Civilisation, for the Com- 
merce of the World.” 


—JosepH CHAMBERLAIN. 


“I will be cheaters to them both, and they shall be exchequers to 
me ; they shall be my East and West Indies, and I will trade to them both. 


—Sir Jon Fatsrarr in ‘The Merry Wives of Windsor, 
Act I, Scene 3. 


THe underdeveloped regions of the world have received a con- 
siderable amount of intellectual (and political) attention in recent years. 
But it does not carry our analysis of underdevelopment very far if all 
we do is to endlessly repeat (quoting one another usually) that under- 
developed countries are caught up in the vicious circle of poverty. Nor 
is it very helpful to talk of the theoretical tools required for analysis 
of underdeveloped when we are not quite clear about the origin and 
nature of difference within the underdeveloped world. Not unoften 
one finds that writers on the subject are not familiar even with the geo- 
graphy of underdevelopment. Witness, for instance, this statement in 
a leading European periodical which refers to : 


“the familiar fact that to-day’s underdeveloped countries, 
with a few exceptions, are all areas of very ancient civil- 
ications ”.......0+-00s e 


A number of major studies on underdevelopment have been pub- 
lished in recent years. Most of them fall into three broad categories : 
(i) those which deal with the adaptation of theoretical tool boxes which 
were devised, it is suggested, primarily, if not wholly, for dealing with 
the problems of advanced countries ; (ii) those which survey the econ- 
omic and social conditions of individual countries or groups of them 
as a preliminary to the drawing up of development programmes, etc. ; 
and (iii) those which explore the interaction of theories and facts in 
the underdeveloped world. Nurkse’s Capital Formation in Under- 
developed Countries, Arthur Lewis’s Theory of Economic Growth and 
Myrdal’s Economic Theory for Underdeveloped Relegions belong to 
the last category, U.N. and I.B.R.D. Surveys and Reports to the second, 
and a number of articles in various learned journals to the first. The 


* This article is based on a doctoral dissertation at the University of 
Bombay. 

* Koestener : ““ The Real Problem of Underdevelopment,” Swiss Review 
of World Affairs, October 1956, p. 13. 
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basic trouble about the works in the first category has been that they 
have sought to accept, modify, synthesise or reject the well-known 
tool boxes, like those of the Classicists, Keynesians, etc., with some 
preconceived and often superficial notions of what underdevelopment 
is. Much too frequently, the understanding of this phenomenon has 
been unduly coloured by the particular conditions with which each 
writer has had some experience. Nearly all Indian writers, for instance, 
talk of tools for the analysis of underdevelopment as if the conditions 
which they think exist in their country were typical of the entire under- 
developed world. Witness, for example, such off-repeated statements as 
“labour is abundant and immobile in an underdeveloped country,” 
“ backward techniques and institutions and familial production are the 
hall marks of an underdeveloped economy,” “the multiplier does not 
operate in an underdeveloped country since it has no idle capacity 
and no open unemployment,” “monetary and fiscal policy have to be 
adjusted in terms of non-monetised economies and predominance of 
currency in the money supply,” etc. Inductive study indicates 
that actually some of these statements are not true even for India and 
nearly all of them require drastic qualification if they are to be appli- 
ed to other underdeveloped countries. 


Studies of the second category are relatively more useful, parti- 
cularly on account of their informative and descriptive analysis, and 
their attention to concrete facts. But for the study of underdevelop- 
ment as such, they are no more than building blocks in separate pack- 
ages. They, further, suffer from the limitations of diplomatic pro- 
tocol; the process of deodorisation and dehydration their drafts 
undergo could well be envied by any industrial chemist. 


The studies of Lewis, Nurkse and Myrdal,? though great land- 
marks in the study of underdevelopment, deal with the problem in a 
general manner, in keeping with their terms of reference. Nurkse is 
concerned with some of the techniques that could increase capital 
formation, the low level of which he considers to be the principal cause 
of underdevelopment. Lewis takes up the investigation.of a number 
of significant socio-economic interrelationships which affect economic 
growth, the causes and manifestations of which he studies on the theore- 
tical as well as the empirical plane. Myrdal departs from conventional 
equilibrium analysis to study growth as a cumulative and circular 
process. 


The present essay seeks to supplement the works of the second 
and third categories and to correct some of the misconceptions of those 
of the first category, firstly by providing a logical and universally true 
definition 9f underdevelopment in terms of plural societies, a definition 


*Myrdal’s book was published after the completion of this doctoral 
dissertation. 
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which excludes such underdeveloped economies as those of the U.S.A. 
and Australia, etc., but still includes, without any difficulty, mineral 
and plantation economies where per capita incomes and investment 
coefficients may be quite high; secondly, by analysing the differential 
origin of underdevelopment in various parts of the world and how 
this has led to a mosaic pattern ; and thirdly, by studying some factors 
other than capital formation which are of crucial significance in organ- 
ising the growth of presently underdeveloped economies On sound lines. 
While most works on the subject have concerned themselves with gen- 
eralisations about the underdeveloped world, more or less in the aggre- 
gate, this essay is concerned primarily with particularisation and classi- 
fication. 


A few terms used in the course of this essay require some expla- 
nation at the outset. The word native is used with reference to indi- 
genous persons and institutions, etc., and has no derogatory implica- 
tions. Size always means the population and not the area of a country. 
Colony and Non-self-governing country have been used interchange- 
ably though they are not identical terms, constitutionally speaking. The 
new industrial system refers to the milieu created by the Industrial 
Revolution. Penetration implies the percolation of this system through 
trade and reorientation of the economy, as against mere ‘ opening up’ 
of a country which is little more than a state of contact. The term 
Western does not necessarily pertain to the geographical West; it 
refers essentially to the new industrial system and its institutions, etc. 
The terms Asian and Oceanian have been used in preference to 
Asiatic and Oceanic. 


I 


The Industrial Revolution was the product of a long period of 
evolutionary growth in Western Europe. The penetration of its 
impulses into the rest of the world was of three types, which though 
interrelated were, nevertheless, distinct in their motivating purposes: 

(a) Emigration of labour and capital to temperate lands, pre- 
sently constituted in Canada, U.S.A., Australia and New Zealand, which 
had very little population of their own and could, therefore, absorb 
the surfeit of European labour. 


(b) Opening up of countries like India, China and Indonesia, 
for the import of valuable commodities like cotton and silk fabrics and 
spices, and of South America for bullion, which process, strictly speak- 
ing, did not constitute penetration, since no significant change was 
effected in the economic life of these countries during this stage. After 
about the first quarter of the 19th Century, this state evoluted into 
the policy of import of raw materials and foodstuffs and export of 
manufactured goods in conformity with the economic changes at home, 
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aided by the achievements of the Transport Revolution.’ This type 
of penetration was the rule mainly for ‘ old’ tropical countries, which 
due to their climate or population did not attract large-scale emigra- 
tion, but it was extended to Southern and Eastern Europe as well, 
when this area came under the political and economic domination of 
the industrial powers. South America served, in addition, as a profit- 
able dumping ground for surplus capital funds.* 


(c) Export of capital and management to Middle America, Africa, 
West Asia and Oceania (excluding Australia), to set up plantations 
and/or to exploit their mineral wealth for supplying primary commo- 
dities to the metropolitan countries. These countries were distin- 
guishable by their generally small size, their relatively negligible poten- 
tial as markets for exports and the incapacity of their natives to produce 
the requisite trading commodities on their own. The last mentioned 
factor and the need to recruit a more or less regular labour force 
were largely responsible for the use of slave and/or indentured and/or 
forced labour by foreigners in these countries. 


In the case of the first type of penetration, the small indigenous 
population was practically wiped out, and their institutions decimated. 
The new countries, therefore, developed an economic pattern very 
similar to that in the ‘mother’ country, making due allowance for 
different conditions like abundance of land, shortage of labour, and 
moving economic frontiers, and their consequences. The emigrants 
to these countries carried with them their socio-economic institutions 
and developed them in the light of their own needs. Later immigrants 
were welcomed, till about 1914 at any rate, as permanent citizens of 
the future who could make a useful contribution to economic develop- 
ment and social life—not as temporary, cheap labour power which was 
the role envisaged for Chinese and Indian ‘coojies’ who immigrated 
into various British colonies. 


On the other hand, in the case of the second type of penetration, 
the new pattern of trade, to which some industry was added later on, 
was superimposed on the existing indigenous institutions which conti- 
nued to exist by side with the new ones and in fact continued to be 
the more important of the two. Even though, for instance, external 
trade was carried on by Western firms, export commodities continued 
to be produced by traditional methods, except to the extent plantations 
and large-scale mining were introduced. No direct attempt was made 
or could have been made to decimate the indigenous people or their 
institutions ; they were largely left to themselves except, whereas in 
the case of indigo in India and sugarcane, etc., in Java, some degree 


*See Miss Greaves: Modern Production among Backward Peoples, 


especially, pp. 19-26. 
“See Cairncross: Home and Foreign Investment, passim. 
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of force had to be used to get goods and/or labour. Capital and 
labour flowed to the first group of countries and were welcomed there 
to become an integral part of their economies and to settle down there, 
though dividends on investment were, of course, the most important 
consideration in the export of capital. For the second group of 
countries, the export of capital was motivated by the desire to get 
goods needed for the home country and to develop export markets, 
not primarily to develop their internal economies. This was, of course, 
largely attributable to the fact that the internal conditions of these 
economies and societies were unknown to the foreign investor, and 
even when known to him, lay outside the horizon of his enterprise. 
As a logical corollary, this capital, together with the institutions that 
seeped in with it, remained alien and failed to assimilate itself into 
the indigenous economy, thereby creating heterogeneous economies in 
these countries, unlike the first group where it was more or less fully 
integrated into the economy. With the exception of Spanish and 
Portuguése settlers in South America, the Dutch in Java, most of the 
Western (as well as the Oriental) labour that went to these countries 
did not settle down there, but merely found jobs, and later returned 
home, or retained extra-territorial loyalties. 


In the third group of countries, the natives had neither finished 
goods nor raw materials to offer in exchange for the goods of the 
West. The only trade possible, at first, therefore, was in human beings. 
In Africa, after the suppression of slavery, imposition of taxes payable 
in cash and forced recruitment of labour in some form or other 
disrupted local self-sufficiency. Subsequently, the problem of internal 
balance of payments became grave, resulting in further labour move- 
ment. The consequence was disintegration of the indigenous economy 
and of traditional institutions. The Western element remained distinct 
and, deliberately, did not assimilate itself into the indigenous milieu. 
Oceania and Middle America (Mexico excepted) were, however, 
developed almost entirely by imported slave and/or indentured labour, 
and, in the process, achieved a very substantial transformation of their 
economies to reproduce the western economic system in a rather 
perverted manner. 


West Asia and Venezuela were opened up to exploit their oil 
resources and the rest of their economies were allowed to continue on 
their own. 


II 


The above gives a very brief and perhaps inadequate account of 
the extension of the international trading and industrial system to 
practically all parts of the world. It is sufficient, nevertheless, to 
provide us with the background of the phenomenon of underdevelop- 
ment as we know it to-day. The diffusion of this system to the ‘new’ 
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temperate countries did not create any significant problem of conflict 
of institutions. These countries may be underdeveloped in relafion 
to their tremendous resources and expanding economic horizons, but 
they do not qualify for the ‘ underdeveloped’ list, owing to the prac- 
tical absence of this conflict. Plurality is the qualitative phenomenon 
happily missing in their economies and societies. 


A plural society is defined by Furnivall as society “ comprising 
two or more elements or social orders which live side by side yet 
without mingling, in one political unit.”* This state of affairs prevails 
in all countries where western economic penetration has taken place 
without being assimilated into the social and economic milieu of the 
receiving country.° It exists irrespective of the political status of a 
country and its geographical location, though its precise form varies, 
as will be shown later, from ccuntry to country according to its pre- 
penetration economic and social conditions, the cultural level of its 
natives, the form of penetration, the nature of native response to it, 
and the policy of the Western Power that initiated and/or dominated 
the penetration. 


This plural society should not be confused with the plural features 
of an economically advanced society, which arise from “a change of 
vital units of society from the territorial community to vocational and 
industrial groups,”’ or, in other words, from organic growth. Every 
where, the working of economic forces makes for group tensions, town 
against country, industry against agriculture, capital against labour, 
haves against havenots. But in a relatively homogeneous society, 
these tensions are alleviated by a feeling of common citizenship, com- 
mon basic loyalties and social habits, and a wide consciousness of 
having the great ends of life in common.* In a plural society, on the 
other hand, they are intensified by racial or quasi-racial cleavage, and/ 
or by differential Westernisation of society, where a small sector alone 
is westernised, and “this liaison class,” in the words of Arnold 
Toynbee, “suffers from the congenital unhappiness of the hybrid who 
is an outcaste from both the families that have combined to beget 
him.”® The fundamental character of its organisation is of an amor- 
phous structure loosely organised for production rather than of a 
state organised for the good life of its members. 


5 Furnivall ; Netherlands India, p. 446. 

® While the foreign quarters of trading ports and towns too presented 
some of these features before the spread of the new industrial system, their 
pluralism was relieved to a large extent by the practical absence of signi- 
ficant differences in industrial and trading techniques, and the superficial 
nature of trade. 
7 Hsiao: Political Pluralism. 
* Furnivall : Colonial Policy and Practice, pp. 304-12. 
® Toynbee : A Study of History (abridged by Somerwell) Vol. I, p. 394. 
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“In a plural society.... the community tends to be organised 
for production rather than for social life; social demand is sectiona- 
lised, and within each section of the community the social demand 
becomes disorganised and ineffective so that in each section the mem- 
bers are debarred from leading the full life of a citizen in a homo- 
geneous community ; finally, the reaction against these abnormal con- 
ditions.... sets one comminity against other so as to emphasise the 
plural character of the society and aggravate its instability, thereby 
enhancing the need for it to be held together by some forces exerted 
from outside.”?° 


In the absence of a common social consciousness there is no social 
demand for common welfare, no common standards of conduct except 
those laid down by a law unaligned with and superimposed on custom, 
no meeting place for the various elements of society except the market. 
Each group holds by its own religion, culture, language, ideas and 
ways ; the horizon of each group extends only to its own sectional 
interests. An underdeveloped country may, therefore, be defined as 
one in which, owing to western economic penetration, a plural eco- 
nomy has been evolved, with consequent lack of integration of its 
social and economic institutions and of its population. Lack of inte- 
gration implies the absence of mutual adaptation of the western and 
indigenous modes to form a coherent and closely linked whole that 
would make the economy a single unit, broad generalization about 
which would have some relevance to all its parts. In other words, 
the parts of an underdeveloped economy are, strictly speaking, not 
susceptible of aggregation into a whole, though that does not mean, 
as will be elaborated later, that the parts are not in contact at all and 
therefore unaffected by one another, as suggested by Boeke." This 
definition logically excludes economies like those of Canada, U.S.A., 
Australia and New Zealand from the category of underdeveloped 
countries, because, firstly, like the veterans of the industrial system, 
they have plural features rather than plural societies and, secondly, 
the Negroes and Red Indians of the U.S. and the Maoris of New 
Zealand do not make such a substantial contribution of plurality as 
to alter the basic nature of their society and economy. While human 
societies and economies have never been nor can ever be perfectly 
homogeneous, the contrasts and paradoxes presented by plurality in 
underdeveloped countries can justifiably be described as unique.’? 


‘° Furnivall : Netherlands India, p. 459. 

*! Boeke : The Structure of the Netherland Indian economy. 

2 Belshaw makes a pertinent point in this connection: Disintegra- 
tion or incompatibility of objectives or other evidence of lack of common 
interest is important not as implying absolute division but degree of divi- 
sion. There are group differentiations in (western) society which indicate 
that the concept of a unitary society as opposed to a plural society is a 
classificatory tool which like others must be considered in terms of greater 


or less.” Changing Melanesia, pp. 26-7 n. 
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To sum up. Once the ‘intrusion’ of a few Western powers into 
the sea routes of the world had proliferated into a new international 
trading and industrial system, the effect of Western economic pene- 
tration of the second and third types, distinguished earlier, was to 
create economies and societies which were and are simultaneously old 
and new, ancient and modern, primitive and up-to-date, capitalistic 
and pre-capitalistic. 


Ill 


The discussion so far should not create the erroneous impression 
that westernised and indigenous sectors exist completely apart in 
plural economies. Boeke is the only economist of repute who projects 
Rudyard Kipling into his analysis of colonial economic growth. He 
Suggests that the middle class is almost entirely lacking in colonial 
society and that it would be almost impossible for natives to take 
over western functions step by step, since the line of demarcation 
between western and native enterprise is sharp: 


“ Because of this deep gulf, Oriental business will always present 
a very different appearance from Occidental, even in cases where the 
two are concerned in the production of the same commodity. 
There is no questition of the Oriental producer adapting himself to 
the western example, technologically, economically or socially. And 
the opposite is even more definitely out of the question.”** 


He further opines that in Eastern society, social needs are more 
important than economic needs and that an inverse elasticity of supply 
is one of the essential differences between Western and Eastern eco- 
nomies.** 


Actually, even in Indonesia, an indigenous middle class was not 
entirely lacking when the Dutch arrived on the scene; it was later 
attenuated by Dutch policy and Chinese competition.’* The problem 
of plural economies in this connection lies not so much in the lack 
of a substantial middle class as in the absence of a variety of occu- 
pations and interests which could confer on the middle classes the 

* sabens ability to set off, within themselves, intellect against 
money, commonsense against intellect, and a tradition of gentility 
against all three.”*° 


'* Boeke : Op. cit., pp. 93-94. 

** Thid., p. 28-30. 

*® Kroef : Economic Development and Cultural Change, January 1954. 
For the same process in Southern Europe, see Economic Survey of Europe, 
1953, PP- 132-34- 

*® Lewis and Maude: The English Middle Classes, Note the authors’ 


use of the plural. 
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The middle classes in plural societies consist generally of one or 
two interests alone—say landlords and foreign traders—with a conse- 
quent unbalance which prevents them from being disinterested pace- 
setters as well as stabilising elements in society. The problem is 
actually exacerbated because the middle classes are split by racial, 
economic and cultural plurality. (India is perhaps the only under- 
developed country fortunate in this respect, since she has a consider- 
able variety of occupations within the fold of the middle classes, 
ranging from landowners aad petty traders to salaried officials and 
high wage-earners). 


So, far as the native averseness to economic incentives and change 
is concerned, empirical evidence warants a somewhat contrary con- 
clusion. Whenever the native has found the price of a product remu- 
nerative and its production possible within his means and knowledge, 
he has taken to it enthusiastically. The coffee crop spread in Indo- 
nesia after the entry of the Dutch so long as its cultivation was remu- 
nerative ; in the pursuit of quick returns, the Dutch introduced com- 
pulsion and soon her coffee was driven off the world market.'’ Boeke 
himself mentions the tremendous effort put in by natives to learn 
rubber cultivation: some of the natives actually worked as coolies in 
Malaya to acquire the necessary knowledge and experience as fully as 
possible.** Boeke admits that, before the War, there was no appre- 
ciable difference between European and native yields in rubber and 
copra, inspite of the superior organisation and technique of the 
former.'® Nor is it surprising that the Malay, inspite of all official 
exhortation, preferred to grow rubber rather than rice, till the price 
of the former tumbled down. 


Considering the immaturity of scientific tropical agriculture, the 
lack of continuity in policy and experiment, and the prior claims of 
planters to assistance, it is remarkable that “In the most notable 
modern developments of native production, agricultural services have 
played a very minor role.” Examples are the spread of jute, cotton, 
sugarcane and oilseed cultivation in India, hard rice and groundnut 
in Burma, cacao in Gold Coast, and groundnut in Nigeria. Official 
pressure for cotton cultivation in Uganda was necessary only in the 
early stages and became superfluous later. Even the Nigerian pagans 
took to ginger cultivation though it was an alien crop which needs 
careful preparation for the market.** The native chiefs of Sierra 
Leone expressed dissatisfaction with the price of palm kernels in 1895 


‘7 Furnivall : Netherlands India, p. 45. 

*® Boeke : Op. cit., pp. 113-115. 

*® Boeke : Economic Development of the Netherlands Indies, p. 36. 
2° Furnivall : Colonial Policy and Practice, pp. 235-28. 

21 Forde and Scott: The Native Economies of Nigeria, pp. 199n. 
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and, therefore, forbade sales at below 5 sh. per bushel. South Nige- 
rians refused to grow American cotton, not because of unresponsive- 
ness, but because it required the clearance of new land and unmixed 
cultivation; they preferred to grow their own variety of cotton, the 
sowing of which could be mixed with their food crops. An export 
price ring for cacao in 1930 in Gold Coast led to withholding of 
supply. The African’s primitiveness in not using the plough has 
been found to be largely justifible on scientific grounds because it 
causes soil erosion. Similarly, shifting cultivation has been found 
to be not a mere device of barbarism but the best use of the fertilis- 
ing agencies at his disposal.*?_ In Naysaland, Miss Deane noted that 
the number of cotton growers rises and falls in sympathy with the 
price paid in the previous year.”* Lord Hailey observed so long back 
as 1938 that 


“In many parts of Africa the price levels which in recent years 
have necessitated help to European agriculture, have proved sufficient 
to stimulate increase of native production.”** 


Nor is it entirely correct to suggest that, unlike the West, the 
desire for social prestige alone is the motivating force of native entre- 
preneurship. Is the Indian bania or chettyar maximising merely his 
social prestige when he sets about on his so notorious task of collect- 
ing a usurious interest? While the desire for social distinction is, 
as in the West, not unnaturally prominent, a more realistic view would 
be to interpret entrepreneurial motives in the light of plurality. The 
native entrepreneur makes, or endeavours to make, his fortune in a 
sphere divorced from his traditional way of life, and nothing pleases 
him and/or his social neighbourhood more than his attempt to regain 
solidarity with it—by purchase, if necessary. The latter process is 
more ex post than ex ante and, though certainly an inseparable ele- 
ment in entrepreneurial initiative, is perhaps no more important per se 
than in western countries. Its greater prominence in undev-developed 
countries is, thus, due largely to the phenomena associated with plura- 
lity which prevent groups and individuals, however creative they might 
be, from making their full uninhibited contribution to social demand 
and consciousness. 


Boeke’s argument of a sharp line of demarcation between Euro- 
pean and native enterprise does not bear scrutiny at all. Furnivall 
emphasises that a plural society has the instability of a confederation 
but without the remedy which is open to a confederation if the voke 
of common union should become intolerable, because the constituent 

7? Pim: Financial and Economic History of African Colonial Terri- 
tories, pp. 40, 52, 71 and 1670. 

*° Deane : Colonial Social Accounting, pp. 88-89. 

**Lord Hailey: An African Survey, p. 1395. 
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units are linked like Siamese twins. For instance, Robequein pointed 
out that in Indo-China, European, Chinese and Indian credit dovetail 
into one another.*®> In Ceylon and India an increasing proportion of 
cotrol over factories, plantations and mines, formerly in European 
hands, is passing under native control. And there is little to diffe- 
rentiate the organisation, say, of the Tatas and Sarabhais from that 
of Western firms. Further, many firms still managed on traditional 
lines are not behind them in adopting the latest technology. 


The ancient civilisation, innate intelligence and inherited skill of 
the Asian, render it unlikely, even on deductive groufds, that, given 
a modicum of opportunity, he would not adapt and adjust himself 
to changed economic circumstances. Conditions in so-called Dark 
Africa could perhaps have provided some support to Boeke’s thesis. 
But even here Lord Hailey observed that the division of the economy 
into completely distinct Europeanised and non-Europeanised sectors 
introduces a false simplicity into a complex situation, since an inde- 
finite gradation of reactions to European influence is clearly visible. 
Even where primitive economic conditions still prevail, the Euro- 
peanised sector provides facilities of transport, marketing and credit, 
even if indirectly. Though the systems are analytically distinct, indi- 
vidual natives move’ frequentiy from one system to another. The 
native economy, he stressed even twenty yea*s ago, is everywhere in 
a state of change. New knowledge, new markets, new contacts, new 
forms of transport, growing populations, suppression of warfare, a 
new division of labour among sexes, the need to pay taxes, the oppor- 
tunity to grow export crops, and the widely felt desire to consume 
imported goods, are bringing Africans increasingly into contact with 
world markets. In Swaziland, perhaps the most primitive of British 
colonies in Africa, natives grow only one-fifths of their food require- 
ments and import the remainder. Even in the Union of South Africa, 
Europeans are now being drawn into less skilled labour groups by 
economic forces while some non-Europeans have elevated themselves 
into semi-skilled groups. 


Even the general backwardness of native agriculture in plural eco- 
nomies provides little support to Boeke’s thesis. The U.N. Mission 
to Haiti, for example, discovered considerable evidence to indicate that 
Haiti is much more of a money economy than might be supposed at 
first sight: the peasant sells a substantial portion of his produce for 
cash, even if he has to buy it back later—the result of rural indeb- 
tedness which is one of the vehicles of economic penetration in all 
plural economies. 


*5 Robequein: The Economic Development of French Indo-China, 
p. 171. 

2° See Issavi : Egypt at Mid-Century, p. 23, and Moore : Industrialisa- 
tion and Labour, p. 194. 
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The activities of missionaries and the liberalising and unifying 
effect of military service,”* are further connecting links between the 
western and native systems. Even when the cultural link is appa- 
rently tenuous, considerable contact takes place, as Maunier traces, 
through miscogenation, adoption or adaptation of foreign techniques, 
languages and dress, reading of newspapers and periodicals, and 
diffusion of religiocs cults.?’ 


IV 


To proceed from generalisation to particularisation and classifi- 
cation. Differences in relative size, nature of resources, cultural levels, 
metropolitan policy and native response have been largely responsible 
for the considerable diversity of conditions one notices within the 
underdeveloped world. The members of this world vary in size all 
the way from colossuses of the proportions of China and India to 
tiny tots in Oceania and the West Indies. The purposes for which they 
were penetrated (from say early in the 19th century) have varied, 
inter alia, with their size, resources, possible contribution in filling 
gaps in the metropolitan economic structure and strategic considera- 
tions. While larger countries, for instance, were penetrated to develop 
sources of imports as well as markets for exports, intentions in the 
case of smaller countries were circumscribed largely within the para- 
meters of the former purpose. The West Indies, for example, were 
colonised to export tobacco and sugar to Europe, but India was opened, 
through better transport etc., to facilitate exports as well as imports. 


The technique of penetration, varied against the background of 
the above mentioned factors, together with the economic traditions and 
cultural level of the natives, and the climate and resources of each 
country. Where natives were either primitive or unwilling to work 
for the commerce of the world, foreign races, mainly Chinese and 
Indians in Asia and Africa, persons with Spanish blood in Latin 
America, and Jews, Greeks and Levantines in the Balkans and the 
so-called Near East, were brought in and/or encouraged to assist the 
process of penetrating a country. The pattern of known resources, 
present as well as potential, was also instrumental in determining the 
technique of penetration. Generally speaking, where a country or a 
portion of it, was known to possess mineral resources, including oil, 
the penetrating power had, on technical and other grounds, no alter- 
native except to exploit them directly, without native participation in 
management and capital. In such cases, regardless of other factors, 
like climate, size, native cultural levels, etc., foreign control of mineral 
production became unavoidable. Where, however, the resources of 
a country, or a portion of it, were agricultural, the economy had a 


*7 See Maunier : Sociology of Colonies, Vol. I, pp. 70-121 for analysis 
of cultural contact in colonies. 
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better chance of remaining under native auspices, even with a conti- 
nuance of foreign control of transport, banking and external trade, 
till such time as natives could acquire sufficient experience of modern 
trade and industrial methods. Much naturally depended on the cultural 
level of the natives and the resilience of their economies, together with 
such factors as the eligibility of a particular area for foreign settle- 
ment. India and Egypt, for example, were favourably situated in this 
context, while in south and east Africa and Oceania, natural condi- 
tions were conducive to European settlement and natives were neither 
willing nor able to contribute their mite to the international trading 
system ; consequently, the native economies and societies had first to 
be disintegrated by taxes and other means to produce a supply of 
labour for plantations, and later the vested interest of: the foreigners 
effectively prevented the commercialisation of native production. 


The policy of the metropolitan power under whose auspices pene- 
tration was effected has also had a significant influence in determin- 
ing its technique. France, Belgium and Japan when confronted by 
lack of native resilience, genuine or otherwise, proceeded to do the 
job either directly under state auspices or through concessionaires, 
without permitting the intervention of labour and/or capital from ‘ out- 
side’ sources (U.S. investment in Belgian Congo occurred only recently 
for strategic considerations). As a result of this exclusive paternalism, 
they avoided the creation of multi-racial societies (except in French 
Indo-China) but, at the same time, smothered the chances of native 
adaptation. Britain was more fortunate in having a wide variety of 
resources under her control and also in possessing sufficient private 
enterprise and capital. Given her objective of exporting manufactured 
and invisible goods and importing foodstuffs and raw materials, she 
had the resources and ingenuity to vary her techniques of penetration 
according to the situation in each country, though, so far as transport, 
banking and allied services were concerned, there was scarcely any 
variation from the practice of other powers. Confident of her poli- 
tical and economic strength and eager to maintain her leadership of 
the international trading system, she utilised her capital and mana- 
gement, allied with the compradore traders and labourers from China 
and India, to open up the resources of the world without pursuing 
a closed door policy. Having settled her surplus population in North 
America and Australasia, she was not so eager as other powers to 
settle her nationals in colonies (Kenya and Rhodesia being exceptions) 
and, therefore, had an interest, wherever possible, in encouraging the 
commercialisation of economies under native auspices. In conse- 
quence, countries penetrated by Britain, with the exception of those 
in south Africa and Oceania, displayed a much greater degree of 
native response, though in many places, this was handicapped by the 
creation of multi-racial societies. The Dutch followed on interme- 
diate policy in Indonesia of encouraging settlement of her nationals 
as owners or managers of plantations and mines and of Chinese as 
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traders, as well as not preventing natives from commercialising their 
agriculture. However, since Holland unlike other Western powers 
looked upon her colonies only as sources of imports and not as 
markets for exports, she made no attempt to develop the native taste 
for industrial goods as Britain and France strove to do in their colonies. 


Penetration under the auspices of the U.S.A. has been of a rather 
unique character, partly because the recipient countries had, in general, 
already had the benefit of some injections from Europe, partly because 
she was not interested in colonising, and partly because her purpose 
of penetration was largely to secure the import of a few selected com- 
modities which she lacked and not to create a massive flow of impe- 
rial trade. Consequently, she merely set up plantations for tropical 
fruits and opened up reserves of oil, copper, etc. Unlike Britain, she 
was not interested in opening up interiors to expand imports and ex- 
ports in general. Where large-scale or complex operations were 
required, her corporations did the needful themselves ; where the pro- 
duction of her imports was not so difficult, as the case of coffee, rubber, 
mica and manganese, she encouraged local effort with mere credit and 
shipping facilities. 


The different purposes and techniques of penetration have naturally 
had a profound influence on the subsequent development of under- 
developed countries. Collating the inductive data available from U.N. 
publications and other authentic works, it is possible to hazard a 
broad division of the underdeveloped world into four main categories, 
each one representing similar purposes and techniques of penetration 
and the type of native response brought forth by it. The first cate- 
gory may be said to consist of south-East Asia, Eastern Europe, North 
West and south Africa (excluding Uganda), Middle America exclud- 
ing Mexico, and the whole of Oceania. The main feature common 
to this category has been the use of intermediate races, foreign or 
domiciled, owing to the absence of adequate native response, to carry 
the impulse of penetration into the interior. This has created racially 
plural societies and economic systems where the occupational struc- 
ture has been largely influenced by racial considerations. In so far as 
these countries possessed resources which could be exploited only by 
advanced technology, technical considerations and native incapacity 
rendered production under direct foreign control necessary. 


The second category consists of the mineral, including the oil, 
economies of West Asia and South America where the nature of re- 
sources compelled production under foreign auspices since their ex- 
ploitation was far beyond native capacity and knowledge. The pat- 
tern of society in these countries is not multi-racial, prima facie, since 
the human complement required is quite small, but there is a consider- 
able amount of what may be described as tribal plurality. Like some 
of the countries in the first category, there is practically no commercial- 
production under native control here. 
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The third category is formed by countries of southern Europe, 
the native economies of Africa, some South American countries like 
Brazil, Colombia and Peru, and India and Mexico. These countries, 
while having some foreign-controlled mines and/or plantations and 
banks, etc., are characterised essentially by production of commercial 
goods under native auspices, an activity that flourishes side by side 
with subsistence occupations which support a very significant portion 
of the population. On account of the resilience and adaptation dis- 
played by the peoples of these countries, their size and the technique of 
their penetration, they may be said to form the vanguard of the under- 
developed world in the matter of economic advancement. Compared 
to the first two categories, the economic aspects of plurality are not so 
pronounced here owing to the predominance of native activity both 
at present as well as in the foreseable future. The major problems they 
are confronted with are those of improving agricultural productivity 
and the welding together of their different geographical regions and cul- 
tural groups. 


The fourth category consists of two rather unique underdevelop- 
ed countries, Argentina and Uruguay, which beat several advanced 
countries on the score of per capita incomes. Unlike the others, pover- 
ty as such is mot one of the features of their underdevelopment. 
Furthermore, their racial stock is almost entirely European. Their 
qualification for this melancholy label is based largely on the history 
of their penetration, their backward agricultural and livestock indu- 
stry, their relative stagnation in recent years, and, in the case of Argen- 
tina, pronounced geographical and cultural differences within the 
country. 


With this fairly comprehensive picture in our mind, we may now 
proceed to essay a further elaboration of Furnivall’s concept of 
plurality. 


Vv 


Broadly speaking, four different aspects or forms of plurality could 
be conceptually distinguished for analytical purposes. They are racial, 
economic, geographical and cultural. The task of defining a race as such 
is not necessary here. It is sufficient for our purpose to define racial 
plurality as a state of affairs in which two or more communities live 
side by side, each living its own life and meeting only in the market 
place, one or more of the communities owing extra-territorial and/or 
separatist loyalties, legally and/or sentimentally. It may also be said 
to include cases of ‘tribal’ and ‘communal’ plurality, since the 
separatist tendencies they represent on the basis of ancestry, etc., create 
problems that are basically not dissimilar from those presented by 
strictly racial plurality. 
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Economic plurality prevails when only a portion of the economy 
has been transformed by western penetration, the rest continuing in 
more or less traditional ways. It may be caused, more specifically, by 
foreign controlled plantations and mines located at the periphery of 
native economy or, alternatively, by differences within the native 
economic structure, a portion, generally the smaller one, taking to com- 
mercial production, and another, continuing on a more or less sub- 
sistence level. It also includes those cases where a significant portion 
of the population is temporarily away from home to earn a livelihood 
elsewhere, as also those where a country’s economy is substantially or 
wholly dominated by the tourist industry. 


Geographical plurality exists where due to the intractability of 
natural resources or the history of economic penetration or uneven re- 
gional development, the various parts of a country are at markedly 
different levels of development. 


Cultural plurality is in a way the corollary of the other forms. 
More specifically, it denotes a state of affair, where, in addition to 
and/or as the result of the prevalence of other forms of plurality, a 
wide cultural gulf appears not only as between different races, economic 
sectors and geographical regions, but also as between town and country 
and within native society as well, due to the nature, extent, length and 
degree of contact of various groups and individuals with the new trad- 
ing system and its social and cultural concomitants. 


The first two forms of plurality may be split into two and three 
categories, respectively: Racial into bi-racial and multi-racial, all 
colonies having at least two races by definition ; the classification into 
the two types, together with the small mono-racial type, being prim- 
arily qualitative rather than quantitative. Economic into (A) where the 
commercialised sector of the economy is dominated by foreign enter- 
prises or emigration to work in foreign enterprises, or the tourist in- 
dustry ; (B) where it is due mainly to changes brought about within 
the native economic structure ; and (CQ) where the two types are almost 
evenly balanced. Geographical and cultural forms of plurality may 
also be broken down into two broad types each; Geographical into 
(A) where it is due predominantly to natural factors, and (B) where it 
is due predominantly to deficiencies in capital, organisation, etc., i.e., 
human facors. Cultural, again, into (A) caused mainly by foreign ele- 
ments in society and/or economy, and (B) caused mainly by the appear- 
ance of cultural differences within native society. 


This classification, as a whole, as well as in its parts, is not to be 
taken in a rigid and exclusive way, particularly since the overlap of 
different types is both widespread and significant. Being largely quali- 
tative, it is not imbued with any substantial degree of precision, though 
care has been taken to make the classification conform to accessible 
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facts. The total number of underdeveloped countries on our list aggre- 
gates 123, leaving aside a few for which adequate data were not avail- 
able, distributed as follows :— 


Africa Middle South Asia Europe Oceania Tatal 
America America 


Tota! No. 42 18 13 31 10 9 123 
Self Governing* 6 10 10 27 10 — 63 
Non-self Governing* 36 8 3 + — 9 60 


* Classification is based on political status in 1953. 


Of these 123 countries, 14 can be described as relatively undev- 
eloped on account of the condition of their native economy and the 
practical absence of penetration. They need to be differentiated from 
the underdeveloped countries proper, since their contact with the out- 
side world is still extremely limited and tenuous. The little contact 
they have had so far has not yet proliferated into the lop-sided pheno- 
mena associated with plurality which may be considered as the essen- 
tial characteristic of underdeyelopment. 


For reasons of space, only a few outstanding features of this classi- 
fication may be touched upon. Of the 74 countries that have multi- 
racial plurality, as many as 32 with a population of 1,142 million” 
have the ‘tribal’ or ‘communal’ aspect of this type. to the extent 
multi-raciality in these countries is confined within their political 
limits and native social structure, the problems of the leakage of poli- 
tical loyalty and economic savings together with overt racial cleav- 
ages, which assume an acute shape in strictly multi-racial countries, 
are avoided. It is less difficult over a period of time to assimilate 
tribes and communities with common political loyalties as in China, 
India and self-governing Latin America, than to bring together the 
different races that populate, say, Indonesia, Malaya, Ceylon and South 
Africa. From the same viewpoint, the statement is justifiable that the 
tension generated by the process of economic development have been 
and may be expected to be less severe in these countries compared to 
strictly multi-racial societies. 


Generally speaking, there is no correlation between political status 
per se and any particular type of economic plurality—a large number 
of colonies fall in Type B and a similarly large number of self-govern- 
ing countries are found in Type A. This conclusion by itself, how- 
ever, is of little value since many underdeveloped countries are ex- 
colonies. Moreover, in recent years, the acquisition of colonies as 
such has ceased to be fashionable and, therefore, many countries that 
were penetrated for the first time during this century for their minerals, 
etc., were allowed to remain politically independent, even though their 


® Population figures pertain to the period 1953-54. 
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commercial output passed almost entirely under foreign control. It 
also appears that there is a noticeable tendency for larger sized count- 
ries, almost regardless of political status, to enjoy economic Type B. 
Size alone, of course, cannot account for this fact, but it does indirectly 
help to create conditions, like variety of natural and human resources, 
which are conducive to native response. The finding that a majority 
(53 per cent) of the underdeveloped countries have Type A economies, 
and that the others are not free from the tentacles of this Type, brings 
out the fallacy of the belief that the use of backward techniques and 
organisation is the leading and common feature of underdevelopment. 
For, apart from the oil and mining economies, there are countries like 
those in the West Indies and in Oceania, where the economies have 
been almost wholly transformed into a capitalist framework, complete 
with something like a proletariat. It is proposed to return to this 
point in a moment. 


While Nature has been unkind to the underdeveloped countries, 
it is certainly not responsible for all their geographical plurarity. The 
wider prevalence of Type B geographical plurality in self-governing 
countries compared to colonies is partly attributable to their generally 
larger size and area which accentuate the obstacles to economic pene- 
tration. Another possible reason is that the penetrating powers have 
greater freedom and incentive in transforming a colony than a self- 
governing country. For instance, the more intimate contact of a 
British colony or dependancy with London makes for an easier flow 
of capital, organisation, etc., as compared to a self-governing country, 
the policies of which are not amenable to direct, overt control. The 
fact of uneven geographical development which, though present in 
advanced countries as well, is not so pronounced there largely on 
account of better transport and communication and smoother spread 
of new techniques, not merely accentuates the economic aspects of 
plurality but also creates regional tensions and separatist tendencies 
inimical to harmonions growth. Witness, for instance, the feeling in 
the South against the North in India on the score of irrigation and 
industrial development, or of North Nigeria against the Eastern and 
Western Provinces. 


The classification of countries according to the Type of cultural 
plurality is even more difficult than that of other forms of plurality, on 
account Of the familiar hazards about the term ‘culture’ It is difficult 
to say which type of cultural plurality is less harmful or more assimil- 
able in the long run, but the odds, it could well be suggested, are in 
favour of the native brand, for practically the same reasons as tribal 
or communal plurality is preferable to strictly multi-racial plurality. 


With this quasi-inductive classification as a background, it be- 
comes possible to remove some ambiguities that have crept into the 
academic concept of underdevelopment. Per capita income comparisons 
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have already been shown to be full of pitfalls as indicators of under- 
development by a number of authors. Comment on this procedure is, 
therefore, not necessary here, and attention may be devoted to some 
other conceptual ambiguities. Kuznets, for instance, defines what he 
describes a ‘ pre-industrial economy’ as one where a minor share of 
resources is devoted to advanced industrial production and production 
is largely familial.2° Such a statement is not unreservedly applicable 
to countries with Type A economic plurality, to which category most 
of the underdeveloped countries belong, and more specifically to 
Hawaii, Br. Solomons, New Caledonia, Malaya, Ceylon, Belgian Congo, 
Union of South Africa, Trinidad and Tobago, Neth. Antilles, British 
Guiana and, to a lesser extent, Cuba, to name only the non-Communist 
countries. In all these countries, large proportions of national capital 
and national income are accounted for by technically and financially 
advanced forms of production. Similarly, the limited amount of data, 
the reliability and comparability of which are still more limited, on 
the ratio of hired employees to employers including independent and 
family workers, available in ILO’s Statistical Year Book for 1951-52 
indicate the extreme difficulty of generalising about the economic 
structure of underdeveloped countries. Comparison of ratios for 13 
underdeveloped and 14 advanced countries by each occupational group 
(not reproduced here for reasons of space) reveals that in ‘ Agriculture’ 
and ‘ Construction,’ the ratios are, in general, rather significantly higher 
in the particular underdeveloped countries as compared with advanced 
countries, and those in economic Type A countries are perceptibly 
higher than in Type B countries. The ratio in respect of ‘ Mining’ 
in Mexico, Philippines, Venezuela, and Chile is higher than that in the 
U.S.A. In ‘ Manufacturing,’ however, the ratios are generally lower 
than in most advanced countries. The prevalence of such high ratios 
does not, of course, indicate a high level of industrial development, 
a high concentration of activity in large-scale units accompanied by 
the atrophy and/or the insignificance of medium and small-scale units. 
The generally low ratios in India, on the other hand, provide evidence 
of semi-evolutionary growth in the shape of a wider and stabler base 
of small and medium units dominated by family and independent 
workers. It would be rash to generalise on the basis of these data, 
but it can definitely be stated that large-scale and therefore ‘ modern’ 
production is by no means absent from underdeveloped countries, and 
actually some of them suffer from the absence of small and medium 
scale activity which formed the ‘ taking-off base’ in advanced countries. 





Data (not reproduced hera) on the extent of urbanisation, another 
indication of a ‘ pre-industrial’ economy suggested by Kuznets, provide 
further support to the above argument. At least 15 underdeveloped 
countries are rather highly urbanised, some of them even by the stand- 
ards of advanced countries. These are Hawaii, Haiti, Egypt, Union 


7° Kuznets : Economic Charge. 
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of South Africa, Fr. Morocco, Cuba, Puerto Rico, Argentina, Chile, 
Colombia, Surinam, Lebanon, Syria, Poland and Spain. The urban 
ratio in Hawaii is actually 55 per cent while one-third of the popula- 
tion of Haiti lives in towns with a population of over 115,000. More 
significantly, there is generally a high concentration of urban popula- 
tion in nearly all underdeveloped countries: Spain excepted, there is 
frequently a very wide gap between the population of the largest town 
and other towns. 


Similarly, it is not entirely correct to suggest that a large primary 
sector a la Colin Clark and predominance of Commerce as against 
Services is a universal characteristic of underdevelopment and its con- 
comitant ‘backwardness.’ Data on sectoral distribution of gainfully 
occupied population in 27 underdeveloped and 15 advanced countries 
are available in ILO’s Statistical Year Book, for 1951-52. Unsatisfac- 
tory as these data are from the point of view of reliability, and compa- 
rability and objections @ Ja Bauer and Yamey, they are nevertheless 
useful as broad indicators that the so-called tertiary sector is generally 
more significant than the secondary sector in underdeveloped countries ; 
Chile and Hawaii have, in addition, a tertiary sector more significant 
than any advanced country. Moreover, while Jamaica, Puerto Rico 
and Cyprus have the primary sector as the largest single division of 
the economy, it still accounts for less than 50 per cent of the gainfully 
occupied population. In the light of these limited but instructive data, 
one can scarcely be in a position to accept Kingsley Davis’s definition 
of an underdeveloped country as one which has “more than 50 per 
cent. of its gainfully occupied males engaged in farming, hunting and 
forestry.”*° Further, in as many as 14 countries out of the 23 for 
which the relevant breakdown of data are available, ‘ Services’ account 
for a much larger proportion of the tertiary sector compared to ‘ Com- 
merce.’ These countries are the Union of South Africa, N. Rhodesia, 
Panama, Jamica, Puerto Rico, Brazil, Chile, Colombia, Peru, Vene- 
zuela, Philippines, Portugal, Spain and Hawaii. 


In the same manner, some prevalent notions about the relative 
proportions of currency circulation and bank deposits in the money 
supply of underdeveloped countries are much less than just to the 
facts of reality. Relevant data, the reliability of which is of a high 
order, are available for 50 underdeveloped and 15 advanced countries. 
On this list, there are as many as 31 underdeveloped countries which 
have bank deposits as more than 100 per cent of the currency in circu- 
lation, while 2 advanced countries—Belgium and France—have a ratio 
less than 100 per cent. The relative percentages range from 28 per 


*° Kingsley Davis: “Future of Underdeveloped Areas,” World 
Population and Futures Resources, p. 17. Described as “ statistically 
true” by Fredie A. Mehta, Indian Journal of Agricultural Economics, July- 
Sept. 1956, p. 22. 
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cent to 678 per cent in the former, and from 70 per cent to 364 per 
cent in the latter. When countries like the Union of South Africa, 
Northern Rhodesia, Southern Rhodesia and Nysaland sport percent- 
ages from 300 to nearly 700, it is obvious that in their case it is not 
the bank deposits that are high per se but the currency circulation 
which is too low on account of severe economic and geographical plu- 
rality. As a matter of fact, most of the countries with percentages 
higher than 100 belong to economic Type A. 


VI 


It is phenomena like these rather than backwardness per se which 
make the problem of underdevelopment so complex and, seemingly, 
so intractable. To suggest then that the essence of growth lies in 
capital accumulation alone as has been suggested sometimes, is to 
simplify the picture unduly and unrealistically. Where a society is 
multi-racial and suffers from Type A economic plurality, the con- 
ceptual and other problems involved in the study of economic growth 
are different from those that arise in other societies. For example, an 
apparently equivalent ‘rate of growth’ of the economy would have a 
widely disparate connotation for, say, Kenya compared to Uganda, or 
India compared to the Union of South Africa and Iran. The differ- 
ences arise not merely due to such obvious factors as income transfers 
and leakages of economic and technical experience, which are after all 
only in the nature of effects, but on account of such fundamental 
causes as the nature and technique of penetration and the native 
response called forth by it. It hardly needs stressing that the social 
costs of economic progress have been and are higher in Type A than 
in Type B economies—witness, for example, the disintegration of the 
native economic and social structure in South Africa, the West Indies 
and Oceania, and the wide gulf between the derricks and the deserts in 
the oil economies. It follows that in the case of underdeveloped 
countries, economic development and economic growth do not mean 
the same thing. While there is no question of the underdeveloped 
countries having an evolutionary growth of the kind gone through by 
Britain and U.S.A., it is obvious that the opening up or the increasing 
of copper production in Northern Rhodesia develops merely a parti- 
cular resource. It does not provide, directly at any rate, for the growth 
of the economy as a whole ; on the contrary, it increases the economic 
and technical distance between foreign mining and native subsistence 
agriculture. On the other hand, increased and better cultivation of 
cotton in Uganda creates more favourable conditions for the growth 
of her entire economy, including both native agriculture and Indian- 
controlled trade. If then, economic growth is defined in simple terms 
as development plus reduction of plurality, progress in the under- 
developed world must consist not merely of capital formation, which 
is no doubt important by itself, but also of measures to reduce plura- 
lity. While the precise combination of measures must, of course, vary 
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for different countries, a few broad suggestions could, nevertheless, be 
made with confidence. 


Economic and social policy in underdeveloped countries must be 
devoted to the simultaneous development of the western or westernised 
and native ‘ sectors’ so as to make them converge towards a common 
focus of material and social technology, such as was achieved in 
Japan, for instance, though her experience by itself is too unique to 
be repeated. In this envelop programme, major attention should be 
devoted to the improvement of agricultural productivity, where native 
agriculture is a significant part of the economy, and in general to the 
encouragement of native small industry and commerce. The former 
is, of coure, not very fashionable since it does not put up any specta- 
cular monument to be shown around nor does it explicitly confer the 
power and prestige that have come to be associated with industry. But 
India’s successful experimentation in the First Plan should help 
convince the underdeveloped world of the utility and indispensability 
of improving agriculture in raising the level of national welfare as a 
whole, for widening the size of the internal market, for creating a 
stable base for progress, and for strengthening the balance of pay- 
ments. Prescriptions that come in this connection from the Western 
countries may be looked upon with suspicion but India’s experience 
should help make agricultural programmes respectable. In post-War 
years, food shortages, balance of payments difficulties, reduction in the 
flow of international capital movements, together with the stimulus to 
native enterprise provided by the War, have all tended to focus atten- 
tion on the need for developing the hitherto neglected indigenous 
sectors of underdeveloped countries. This attention must become 
more effective. Agriculture, of course, cannot give such a high per 
capita income as industry but the high incomes generated by the latter 
generally remain confined to a few pockets and fail to get diffused 
over wide areas, creating further plurality instead of reducing it. In- 
vestment in higher agricultural productivity, on the other hand, is 
conducive to wider and simultaneous economic growth including the 
prevention of bottlenecks in the supply of primary materials. 


The need to develop native small and medium industry is obvious 
after the data we analysed a short while back. Large-scale industries 
may be beyond a country’s size and resources or native skill and capa- 
city (most underdeveloped countries are much worse off than India 
in this respect), but the smaller industries can generally be set up 
wherever some energy supply, mechanical or non-mechanical, is avail- 
able. Every underdeveloped country cannot have a Jamshedpur or 
even a small steel plant, but it can certainly have a Ludhiana® in 
the shape of small and medium industry located in medium sized 


31 See Economic Weekly, October 20, 1956, “ Light on Small Indus- 
tries.” 
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towns producing light engineering goods like bicycle parts, sewing 
machine parts, etc., or hosiery goods. The list could be elaborated 
according to availability of local skills, materials, transport, etc. The 
example of Ludhiana in this context is useful because apart from 
skilled labour, it does not have any local manufacture of raw or inter- 
mediate materials and actually depends to some extent on imports. 
The small underdeveloped countries*? with poor resources can thus 
draw usefully from another Indian experience. 


Commerce is the nursery of entrepreneurship and its development 
under native auspices should, therefore, form an essential part of 
development programmes, particularly in economic Type A countries. 
Where a country lacks industrial resources or has such resources as 
petroleum which can be exploited only by foreign interests, agriculture 
and commerce are left as the only fields for native enterprise and their 
development should, consequently, be attended to with vigour. 


Among the sores of plurality that affect the relatively industrialised 
underdeveloped countries is the tendency to legislate modern standards 
of social security without first building up the productivity to ‘sustain 
them. Prominent examples are Cuba, Mexico, the Philippines and 
India. In the last mentioned country, industrial welfare legislation has 
been injected in such massive doses in recent years without a corres- 
ponding improvement in labour productivity that industry has little or 
no incentive left to maximise its labour force—rather the contrary. 
The effect is to increase and not to diminish plurality since, ceteris 
paribus there is an inducement especially at the margin, to adopt 
capital intensive techniques while medium and small-scale industries 
are severely inconvenienced instead of being helped. 


It is difficult to make any suggestions about the conversion of eco- 
nomic type A countries. In so far as they are dependent on minerals, 
conversion appears all the more difficult, Mexican and Bolivian natio- 
nalisation notwithstanding, on account of technical, financial and 
marketing complexities. Plantations are useful in the sense that, 
compared to peasant farms, they are able to generate larger surpluses 
for export to command the wherewithal for a larger flow of imported 
consumers’ and producers’ goods, and also to increase taxable capa- 
city through higher cash incomes and ease in assessing and collecting 
taxes. But their dependence on semi-serf cheap labour, the lack of 
variety in diet and economic structure which they promote, and the 
restless rural proletariat they tend to create, are factors which can 
hardly be ignored, coming as they do on top of the fact that they 


*2 The problem of small size of most underdeveloped countries is pro- 
posed to be dealt with in a subsequent article. It is sufficient to state here 
that nearly three-fifths of the 123 countries listed above are too small to be 
‘viable’ economic units in their present condition. 
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are generally foreign-owned and foreign-operated. Their passing 
under native control—as has happened in Ceylon, for instance—would 
not solve any fundamental problems. What is required in this con- 
nection is the encouragement of diversification in agricultural and in- 
dustrial activities on the plantations, and the creation of a sort of ex- 
tension service to purvey the new methods of the plantations to the 
countryside which supports native agriculture. So far as the latter is 
concerned, the example of Malaya and Indonesia in the growing of 
rubber by small-holders is worthy of emulation, notwithstanding the 
organisational problems it throws up. The former is more difficult 
since it involves a lot of obstacles in the shape of the size of the 
market, technical and managerial problems, land utilisation and crop 
patterns, etc. 


Programmes for economic growth in the underdeveloped world 
would be inadequate if they did not provide for dealing with and mini- 
mising the strains, unrest and violence of change, which have been all 
too apparent in the last one hundred years or so. So long as most of 
the underdeveloped countries were in an unfree condition, it was hardly 
possible for them to cushion their economy against the stresses of 
change, but now they are in a position to make at least an attempt in 
that direction. The measures suggested above are in themselves 
devices for bringing this about to some extent since they are conducive 
to stable and integrated growth. The development of native agriculture 
and small industry is by itself a cushion against the violent impact of 
change. Over and above them, the problem is one of social attitudes 
and policy which each country has to cast and forge in the light of 
its own conditions. 


In the end, it may be stressed that underdeveloped countries have 
a lot to learn from one another, in addition to learning from the 
advanced countries. India’s experience in recent years, for instance, 
could help in drawing up programmes in countries similarly placed, 
while the policy of rearing white elephants as pursued by Ceylon and 
Turkey, to quote the most well-known instances in Asia, should deter 
other countries from treading the same path. 


Bombay R. K. HAZari 














LOCATIONAL INDUSTRIAL MATRIX IN ECONOMIC 
PLANNING 


I 


THE spatial structure of a developing economy usually needs to be 
carefully aligned by an industrial policy to promote the optimum 
utilization of its resource potential. A primary large-scale investment 
often generates a number of external economies and crates optimistic 
entrepreneurial tendencies. Therefore, it often exerts a highly agglo- 
merative influence on locational decisions and investments.’ Inten- 
sity of economic activity climbs steeply upwards in and around the 
primary focus. The income generation process resulting from new pro- 
ductive enterprises adds a further cumulating impulse to the economic 
growth of the area.* Locating a primary or basic heavy industry in 
a favourable region thus often catalyses its rapid and intensive econ- 
omic development. 


This imposing spatial structure, however, frequently casts a 
shadow on the neighbouring regions for some time in the initial phases 
of development. The cumulative growth process in one tends to cause 
an accelerated lag in the development of the other. In fact, as 
entrepreneurial activities and skilled personnel generally have a good 
geographical mobility, the growth promoters themselves migrate to the 
developing region and add to its growth impulse. The draining of 
these strategic resources of growth, and the accumulating lag in the 
comparative development between regions often precludes efficient 
utilisation of resources in the underdeveloped tracts. 


Capital Scarcity and Locational Planning 


While planning for economic development some of these tenden- 
cies can be obviated and investments may be somewhat more dis- 
persed. However, the inherent trend arising from external economies 
does exert a powerful centrifugal force. The existence of one industry 
justifies the starting of its complementary subsidiaries and ancilliaries. 
Often times even the cost calculations implicitly taking benefits of ex- 
ternal economies arising from interdependent industrial relationships, 
show economic justifications for concentration of industries in and 
around the primary focus of growth. With each such justification, 


‘For a regional study of the effects of such trends see Friedman, 
The Spatial Structure of Economic Development in the Tennessee Valley— 
A study in Regional Planning, the University of Chicago, U.S.A. (1955). 

? Friedman, ‘Locational Aspects of Economic Development’, Land 
Economics, August 1956, p. 213-227. 
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the next computation becomes still more justifiable till diseconomies 
of scale or concentration inhibit further growth of the region. In the 
meantime, however, the lagging region tends to lose rapidly the value 
of its similar primary resources. By sheer facts of an expost valua- 
tion in economic analysis, similar resources in the underdeveloped re- 
gion appear to be not worthwhile developing till in the later phases of 
growth. The existing investment depresses the investment function 
for a similar industry elsewhere in the same economy. Mo-eover, 
during rapid industrialisation, real income inequalities tend to 
increase and favour the industrial and commercial groups in the ex- 
panding structures.* If resources are not markedly dissimilar, there- 
fore, the intensive growth of one region often precludes the growth 
of its neighbour for quite sometime. Even in careful planning, cap- 
ital scarcity often lends decisive weightage to cost minimising loca- 
tions and these accounting costs neither have the perspective of the 
spatial structure of growth nor the optimal utilisation of resources. 


For optimal utilisation of resources, wide disparities between diff- 
erent regional levels of economic activities should be prevented. Gen- 
erally speaking this is feasible to an extent only. The resource endow- 
ments of a region give it an inherent growth potential and possible 
economic height which may be in marked contrast with those of an- 
other region. With the differing economic geography, the develop- 
mental topography tends to show enhanced differences. However, this 
tendency towards enhancement of differences can be tempered to pre- 
vent inefficient utilisation of resources, though economic heights in 
the spatial structures of the different regions may have marked differ- 
entials arising from their varied endowments. This temperance in the 
differential rates of growth can be achieved through controlling the 
secondary impacts of a primary investment. Induced resources and in- 
vestment incentives that arise around a primary large scale investment 
can be partly shifted in their locale by a purposeful fiscal-cum-indu- 
strial policy and control measures. Rising incomes can be adequate- 
ly taxed and savings channelised to relatively underdeveloped areas 
wherein special industrial concessions, overhead facilities and public 
works programmes, etc. may be instituted to induce its industrialisation. 
The base area of an economy can be thus somewhat widened by ton- 
ing down the economic height of its specially endowed region. To 
an extent, this would add a horizontal vector to the growing spatial 
structure of economic development. Induced resources would arise 
along the horizontal rather than along the vertical plane of the spa- 
tial structure. This spreading out of the economic activities, may 
dilute the investment incentives to some’ degree. But, if industrial en- 
couragement and public investments are appropriately located in a 
new potential area, sufficient induced resources could arise to create 





* Kuznets, Economic Growth and Income Inequality, Am.Econ.Rev., 
March 1955, p. 1-28. 
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a decentralised growth pattern in the economy. Creation of satellite 
towns around a metropolitan area is an example of such a purpose- 
ful locational policy for decentralising economic activity to some 
extent. 


However, the main cumulative force which accelerates the econ- 
omic growth of a region, arises from the external economies of the 
modern interdependent industrial structure. Technical interdepend- 
ence due to high degree of specialisation and varied inputs required 
for production and economic interdependence due to complementary 
income structure and output flows of the industrial pattern—both gen- 
erate certain agglomerative tendencies on location for any new indu- 
strial enterprise. If unchecked the process continues till sup- 
ply inelasticities or decreasing factor returns begin to appear as a 
result of relatively intensive economic growth in the specific re- 
gion. However, supply inelasticities are least encountered while plan- 
ning along lines which permit vertical transmission of external econ- 
omies through basic to intermediate and thence to consumer indu- 
stries.* Hence, in the process of planning the initial choice of the basic 
industry and its location themselves, often lead to preferential treat- 
ment and intensive growth of the favoured region. The cost mini- 
misation approach leads to promotion of spatial heighi in the area. 
Thus locational concentration of industries often emerges from plan- 
ning with scarce capital resources. Rapid economic development tends 
to create a rapidly increasing differential between the growth rates of 
various regions in the economy. 


Locational Industrial Policy 


These trends which widen economic disparities between regions 
have to be carefully visualised in advance. As their impact on indu- 
strial growth is cumulative, any corrective which may be applied at a 
later date will have to be with increasing costs. Indeed, as external 
economies become more forceful due to inter-industrial growth and as 
the investment incentive feeds upon itself to develop an over-optimistic 
economic climate, purposeful locational changes in economic act- 
ivities become very difficult, if not impossible, at a later stage 
in the economic development of the country. Often times, their 
accounting costs would be computed and cited as justifying the loca- 
tional concentrations. On the other hand, social costs of changing 
location, which could only be imputed from the then prevailing situa- 
tion, would appear to be prohibitively high or in any case not worth 
the social benefits that would accrue from them. In many instances, 
therefore, the economic case of an underdeveloped area is lost by de- 
fault and delay which cumulatively devaluate its resources rather than 





“Fleming, External Economies and the Doctrine of Balanced Growth,’ 
Econ. Journ., June 1955, p. 241-247. 
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by acute deficiencies in its resource endowments. Priorities in indu- 
strial growth earn a goodwill which weighs heavily on the late-come.s. 
The locational industrial policy in a rapidly expanding economy, there- 
fore, needs a distant perspective of the spatial economic structure that 
would arise with time, rather than be based upon the immediate cost- 
price considerations that usually cloud the mind in an atmosphere of 
capital scarcity. Differences in the resource endowments of different 
regions should not be exaggerated by still higher economic differentials 
arising from developmental stimulus as this would eventually cause 
less than optimal utilisation of the total resources in the whole 
economy. 


While planning for rapid economic growth of an underdeveloped 
country, therefore, project priority and locational choice for a basic 
or heavy industry should be with full realisation of its potential as a 
cumulative growth promoter. For optimum utilisation of resources in 
the economy, it would be desirable to geographically disperse such 
growth promoters, as much as possible. Considerations based upon 
specificity of resources, scarcity of capital and technical indivisibili- 
ties, however, would create a certain centralising tendency. But if the 
perspective of the spatial structure of the developing economy is main- 
tained and if the efficiency of resource utilisation over time is well 
visualised, a certain discreet regional dispersion of basic or large-scale 
investments can be planned. These discreet locational impacts of invest- 
ments would then become nucleii of cumulative economic growth. A 
locational matrix could then evolve interlinking these nucleii and pro- 
moting better resource development in the intervening tracts. Second- 
ary investments in locations situated in between regions of intense 
economic activities could cause further inducement of resources all 
along. An appropriately conceived locational matrix would lead to 
greater development, arising from better utilisation of the resource 
endowments of the economy. Perspective planning, therefore, must 
include a vision of the locational matrix so that investment priorities 
and industrial locations in an underdeveloped country may be appro- 
priately adjusted. Obviously all the regions in the matrix would not 
grow to identical economic heights, as resources endowments would 
differ from region to region. Even their rates of growth would differ 
as their induced resources would be of varied compositions. However, 
in the initial stages of growth of an underdeveloped country, these 
regional rates of growth should not be widely contrasting as then the 
overall development of the spatial structure would tend to be stunted. 


Possibly, the rate of capital formation with such a dispersion may 
be slightly lower in the initial stages of economic development but 
its acceleration would be perhaps more rapid due to adequate valuation 
of induced resources and promotion of varied investment opportunities. 
So over a time period, both the average rate and the total magnitude 
of economic development is most likely to be markedly high with an 
appropriately dispersed locational matrix of industrial investments. 
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While planning in an underdeveloped country, therefore, capital 
scarcity phenomenon should not overshadow the spatial perspective of 
regional economic structures. This is particularly important when 
planning proceeds from basic to intermediate and thence to consumer 
industries.° Technical complementarities then open up new opportunities 
for secondary industries, while expanding incomes create new markets. 
In effect, markets also tend to move closer to rapidly industrialising 
areas and commercially important centres. The urbanisation trend, 
concomitant with the process of industrialisation reinforces the 
agglomerative influence of the primary industrial investment. How- 
ever, in order to maximise capital productivity over the plan period, 
these trends cannot be wholly discouraged. What is required, in these 
initial stages, therefore, is to promote a plan for a locational matrix of 
basic industries in the various regions of the country so as to keep the 
perspective of the growing spatial structure of the economy. Synchro- 
nous or least time-lagged and well spaced basic investments could bring 
out thé resource potentials of various regions and thus foster the 
growth of a desirable interlinking spatial economic structure between 
the regions of the country. Investments in basic industries along a 
well conceived locational matrix is thus of vital importance in pers- 
pective planning in an underdeveloped country. 


Structure of Basic Industries 


In this regard, it has to be remembered that basic industries them- 
selves are of a diverse pattern. Indeed the term “ basic” is too facile 
and frequently without reference to the economic geography of the 
country, it tends to have little meaning in industrialisation or economic 
development. In the growth pattern of an economy, there are generally 
numerous promoters and it is their complementary inter-industrial 
structure that maintains industrial progress. In this process, however, 
as the complementarity of an industry increases in the inter-industrial 
pattern, it tends to attain the position of being indispensible. It there- 
fore becomes a “ basic” industry. Other industries with less comple- 
mentary relationships or relatively more substitutability are merely less 
indispensible and less basic. Hence the “ basic” nature of an industry 
depends almost entirely upon the envisaged structure of the economy 
or the planned programme of its industrial production. However, the 
planned pattern itself is amenable for adjustment, in order to take full 
cognisance of the resource potentials of the various regions. Such 
accommodation for regional resource developments would result in a 


* This appears to be the process adopted in countries wherein com- 
prehensive planning is attempted to achieve rapid economic growth. Thus, 
in Soviet Russian and East-European planning the initial investments have 
been mainly in basic and heavy industries and consumer goods expansion 
has been delayed till in the later phases of economic growth. In the Second 
Five Year Plan of India, a somewhat similar approach is discernible. 
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certain shifting of the inter-industrial complementarities. In effect, the 
emphasis on the so-called “basic” industries tends to be somewhat 
diluted as other important complementarities appear. The inter-indus- 
trial growth pattern gets diversified and with time it tends to admit 
greater scope for regional dispersion of other industries which may be 
highly market oriented. This diversified structure of “ basic” industries 
is, therefore, highly useful in planning. It lends flexibility to the planned 
programmes, and creates less strategic bottlenecks in the supply lines. 
lt also admits greater manceuverability in the future adjustments of 
industrial locations and thus helps to foster a desirable spatial eco- 
nomic structure. 


Perspective planning, therefore, requires an adequate regional 
dispersion of large-scale investments in areas which can conceivably 
have good industrial potentials. Only then would it promote the evo- 
lution of a desired locational matrix of industries in the economy. 
Certain industries in this matrix would be resource oriented as in the 
case of iron and steel while others like engineering and textiles may 
be market oriented. In many cases, however, locational adjustments 
may be a problem of choice between diverse large-scale investments. 
Thus, hydroelectric works, synthetic fertiliser factories, cement manu- 
facturing units, etc. can be possibly economically located in many 
places in a country of continental dimensions. It is frequently a ques- 
tion of appropriate investment priorities to be given to the desired in- 
dustries. On the other hand, it may be sometimes a problem of choice 
of location for a selected industry with its expected future industrial 
allignments in the selected area. Industrial alternatives and locational 
alternatives have thus to be jointly considered in the perspective of 
the spatial economic structure. Appropriate adjustments for a desired 
locational matrix of industries can be therefore made with a much 
broader range of choice than what is usually conceived with rigid 
notions on “basic industries” and “natural sites.” However, the 
choice thus made has to be with full realisation of its potential effects 
on promoting a cumulatively developing spatial structure in the select- 
ed region. 


Il 


Generally, basic industries are said to be highly input 
oriented. Raw materials pull on their location, it is claimed, leaves 
very little mancevurability in fixing their sites and any shift away from 
the resource base is at a higher unit cost of output. Recent advances in 
production technology and changes in factor proportions, however, have 
shown that such a rigid approach is no more necessary. Locational 
shifts may be obtained by changing the input composition or the input 
proportions and the overall cost of product to the consumer may not 
be significantly higher. On the other hand, differential benefits arising 
from the locational shifts may be of significance to the spatial structure 
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of economic growth. In fact, with changing input proportions, cer- 
tain heavy industries which were supposed to be highly resource orient- 
ed have themselves shown marked locational shifts toward consumer 
markets, 


Iron and Steel Industry 


Thus, in the iron and steel industry the locational pull of coal has 
steadily weakened as with sintering operation, use of oxygen, etc. the 
fuel consumption has declined and overall input efficiencies have mark- 
edly increased. Then again, with development of countrywide steel 
consumption and of new modes in river and sea transport, the market 
structures have altered and the consumer pull on location has signi- 
ficantly increased. With an element of “feed-back” in the produc- 
tion structure of steel by using scrap, and by means of cheap large- 
scale water transport system, wide locational shifts have now been ob- 
tained in this basic heavy industry. Thus, in Japan the iron and steel 
industry is firmly established in its consumer market although all its 
main raw materials like iron ore and coal are imported from abroad. 
In its historical process of growth, however, the location of iron and 
steel industry was invariably weighed in favour of high-grade coal 
fields. And in doing this it even preferred a combination of medium 
grade iron ore with high grade coal rather than a combination of high 
grade iron ore and medium grade coal.’ Frequently sites having the latter 
combination were neglected and their later development was marred by 
the established large-scale production in the former. Hower, modern 
development in iron and steel technology point out to the feasibility of 
efficient production from these long neglected combination sites. More- 
over, by using the recently developed low shaft furnace technique for 
pig-iron and L-D process for steel, significant locational shifts from 
established centres of iron and steel production can now be achieved 
with efficiency in manufacture.* It is now feasible to produce high 


* For a good discussion of this view-point and its impact on the iron 
and steel industry in USA. U.K. and Western European countries see Issard, 
‘Some Locational Factors in the Iron and Steel Industry Since Early Nine- 
teenth Century,’ Journ of Pol. Econ., June 1948, p. 203-217. 

7 Hence the initial development of iron and steel industry in Jamshed- 
pur and Burnpur of Bihar rather than in Northern Orissa or Eastern Madhya 
Pradesh. However, the latter sites have now been given appropriate con- 
siderations in the Second Five Year Plan of India. Examples quoted in 
Isard’s paper, (6) above also illustrate a similar story of development. 

® See paper by Martin Wiberg, “ Relation of Type of Ore to Smelting 
Process” in the United Nations (DESA) publication, “Survey of World 
Iron Ore Resources—Occurance, Appraisal and Uses”, pp. 122-145 (1955). 

Also see International Research Committee on Low Shaft Furnace, Re- 
sults of One Year of Operation 1953-54, Journal of Iron and Steel In- 
stitute, Vol. 179, p. 36, London (1955). 
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temperature lignite coke suitable for smelting iron in countries or re- 
gions where lignite deposits are found though no coking coal is avail- 
able.*° By using Krupp-Renn process, ores poor in iron as well as low 
grade fuels can now be utilised to produce iron.’® Alternatively the 
iron nodules obtained in this process can be directly converted to steel 
by the open-hearth or electric furnace operations." These various 
changes in input compositions and production technology give suffi- 
cient mobility to the locational choice for an iron and steel indust y. 
Moreover, low-shaft furnaces require much less capital investment. 
These various techniques thus appear adequate enough for adjustments 
in a desired locational matrix of basic industries in an underdeveloped 
country. 


In general, however, the weakening of the locational pull of coal 
has strengthened the pull of iron ore in this industry. And this has 
resulted in good industrial development of the iron ore sites near 
coastal areas which could import the required coal or coke and export 
or otherwise internally market iron and steel.'* Divesting iron and 
steel production from coal sites in this manner, has been beneficial to 
areas which did not have the favoured combination of both the raw 
materials but had one which could be adequately developed given the 
cheap transport of the other. The jocational adjustments in iron and 
steel industry, however, have become much easier by this method, as 
coastal or near coastal deposits of good iron ore can now be econo- 
mically exploited for development of an internal or external market. 


Till recently, large-scale production of iron has been by blast 
furnaces using lumpy hard coke having a high crushing strength. But 
only a small part of the coal available in the world has this coking qua- 
lity and not all such deposits are favourably located near the iron ore 
sites. Moreover, high grade coal has also been found to be important 
in the production of various synthetic chemicals, liquid fuels, and 
other special processes useful in the development of substitutes to 
fill the lacuna in a country’s resource endowments. In view of this, 
many countries have now adopted the practice of washing low grade 


*See United Nation (DESA) “Lignite Resources of Asia and the 
Far East, Their Exploration, Exploitation and Utilisation”. Chapts. III-IV 
PP- 55-130, (1956). 

*° See Madaj, “ Manufacture of Krupp-Renn Nodules in Czechoslo- 
vakia,” Stahl und Eisen Vol. 73, p. 294, Diisseldorf 1953. Also see Kuwada 
“ Swelting of Kuji Iron Sand by the Krupp-Renn Process” in Proceedings, 
First World Metallurgical Congress, pp. 188-198, Detroit, U.S.A., (1951). 

Also see (8) and (9) above. 

See United Nations (DESA) “Lignite Resources—” op. cit. 
Pp. 127-130, (1956). 

* See Isard, op. cit., for examples and discussion of recent locations in 
this industry. 
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coals and carbonising them with coals of high grade, to develop an 
appropriately blended coke for iron smelting, on an overall economic 
basis.‘* Low shaft furnace technique has originated mainly with a 
view to utilise low grade fuels in the smelting of iron ore in medium 
sized furnaces. Lignite coke of adequate quality and strength has been 
developed for use in this process for iron and steel industry. In 
the more recent advances in the Krupp-Renn process even low grade 
iron ore having Fe-content of only 19-27% and highly acidic with SiO2 
content of 30-40% or more, have been used in combination with low 
grade and high ash content coals to economically produce iron.** This 
process can be directly elaborated into steel by electric smelting, since 
the Krupp-Renn iron contains impurities which can be easily remov- 
ed in the electric furnaces by refining.’® These various changes in the 
production technology of iron and steel, have now released the highly 
restrictive locational considerations that required a combination of high 
grade iron ore and high grade coal for production of iron. Possibi- 
lity of using various grades of iron ore and low grade fuels and 
partly replacing fuels with electricity, has now given us a wide range of 
locational choices in the planning of iron and steel industry. 


However, strictly from an accounting view-point, the large-scale 
blast furnace operations, still give the most economic production of 
iron in countries which have the requisite raw materials.** But as 
transport costs to markets rise and as supply inelasticities of raw 
materials appear, the cost of the product to the consumer begins to 
mount upwards. Social policies aimed at conserving scarcer resources 


‘3 In order to meet the requirements of projected steel expansion in the 
Second Five Year Plan, coals of inferior grade will have to be washed and 
utilised. All the steel works in India are therefore being asked to blend 
semi-coking or weakly coking coals with strongly coking coals, reserves of 
the latter being very much limited. Coal washeries at Kargali-Bokaro and 
Dugda Jharia will supply the requirements of Rourkela and Bhilai steel 
projects and thus blends using Korba (Madhya Pradesh) or similar weakly 
coking coals with strongly coking Bihar coals will be utilised for the iron 
and steel industry. Similarly, Durgapur, Burnpur (IISCO) and Jamshedpur 
(TISCO) would be using washed coals for blending and thus the use of 
coking coals would be rationalised in order to face its limited availability. 

14 See Martin and Wiberg, op. cit., pp. 133-134 also see United Nations 
(DESA) “ Lignite Resource ”’—op. cit., pp. 126. 

15 See United Nations, Lignite Resources—op. cit., p. 127-130. 

6See paper by Munger on “Cost Factors in Selecting Processes for 
Producing Iron and Steel” in United Nations (DESA), Survey of World 
Iron Ore Resources (1955), op cit, p. 146-168, for a discussion of costs of 
production by conventional processes at various locations. However, this 
paper does not discuss the variants which may be particularly suitable for 
underdeveloped countries and it also does not give the expected costs for 
some newer techniques discussed herein. 
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and using them for socially determined purposes, also intervene in 
socio-economic amalysis of the cost of production. Moreover, 
as the general consumer products get diversified and as special- 
ly designed or fabricated products become numerous, the economies 
of mass production of iron and steel begin to disappear. It is then 
that the medium sized furnaces and new processes utilising inferior 
grade raw materials appear on the scene of competitive production. 
Their locational choice being wider they can be planted much nearer 
to cosumer market and their production can be adjusted at a lower 
level to economically cater for the local requirements of fabricated 
products. Therefore, in a continental country, integrated units hav- 
ing blast furnace iron combined with open hearth or L-D steel and large- 
scale rolling mills, may be operated to manufacture mass-production 
items like rail lines, spun pipes, steel sheets, etc. On the other hand, 
non-integrated units with average sized furnaces and steel mills may 
be useful for manufacturing a diversified list of other fabricated con- 
sumer products. Combined utilisation of these diverse techniques of 
production would give a socially desirable locational dispersion along 
with overall economy in the manufacture of various iron and steel 
products. It would also bring about a much better utilisation of varied 
resource endowments of the country. 


Non-Ferrous Metals and Alloys Production 


Recent developments in fuel technology, improvements in com- 
bustion efficiency, use of electrothermic operations, changes in metal 
refining techniques, etc. have steadily weakened the complex pull of 
varied inputs on the location of metallurgical industries. However, in 
locational considerations this has resulted primarily in juxta-posing 
the mineral ore site against the locus of its product markets, on the 
background of the given or projected transport structure.’’ The loca- 
tional pull of markets is thus much strengthened. As a result it is 
found that wherever production technology would admit a division of 
operations, the industry is best organised by splitting up its various 
stages of manufacture. In their location, the basic stages are orient- 
ed towards the ore site while the later stages are oriented towards 
the market. Intermediate stages, if any, depend upon the other 
input requirements, mainly in processing. Thus, in the produc- 
tion of aluminium, bauxite mining, ore conversion to alumina, electro- 
lytic reduction to aluminium and metal rolling may be locationally 
dispersed to minimise the ultimate cost of the product to the consumer. 
In this, bauxite mining and alumina production are primarily oriented 
towards the ore site, while electrolytic metal production and metal re- 
fining are so located as to minimise the input costs of processing by 


*7 See Issard and Cappron, ‘The Future Locational Pattern of Iron 
and Steel Production in United States’, Journ. of Pol. Econ., p. 118-133, 


1949. 
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electric power and the metal rolling mills are situated in the locii of 
its market structures. Almost two-thirds of the finished cost of alumi- 
nium metal is incurred in the electrolytic reduction of aluminium and 
almost one third of this cost is the charge for electricity..* Hence, 
the location of the intermediate stage of production is invariably at a 
cheap power source, such as a hydroelectric project site. To mini- 
mise transport costs, on the other hand, the fabricating plants of alu- 
minium are best located in the locii of their various products markets. 
A similar trend for vertical distintegration is noted sometimes in the 
iron and steel industry. Coke oven plants with their byproduct reco- 
very units, blast furnaces for pig iron, steel converters, steel farication 
and engineering units, etc. get variedly located to bring about a better 
overall economy in production and transport of consumable goods. 
Less integrated steel units consisting of a few open-hearth or electric 
furnaces and supplying to a few steel rolling mills near to consumer 
markets are found to work economically.’® 


In fact this trend is of marked significance in the production of 
many non-ferrous metals. Electrolysis or electrothermic processes gen- 
erally employed in their manufacture have caused a division of opera- 
tions wherein the locations for various stages of metal processing have 
tended to be variedly dispersed. In general, depending upon the 
transport nexus of the area and the market structure of the products, 
the industry gets vertically divided in its technical operations and these 
are locationally dispersed between the ore-site and the markets. This 
decentralisation of metal manufacture has been further aided by spe- 
cialisation in each of the various stages in processing. More- 
over, in the case of major non-ferrous metals a large and increasing 
volume of scrap is now recovered and used.” This ensures a feed- 
back in production and makes their industrial location depend more 
on consumer markets than on ore deposits. Then again, the 
recent trends for use of more and more alloy metals in preference to 
virgin metals, has reinforced this shift for wide locational dispersion. 
In the manufacture of alloys, ferrous or non-ferrous, the scale of ope a- 
tions can usually be adjusted economically to levels lower than those 
of their principal base metals. With such a lowering in the size of 
the optimum technical unit of production a markedly higher disper- 
sion can be obtained in the overall production of most of the indu- 


8 See United Nations (DESA), Non-Ferrous Metals In Underdeveloped 
Countries (1956), p. 72. 

*® See examples of West Coast (USA) Steel industry given by Isard 
op. cit., and also discussion on future locations by Issard and Capron op.cit., 
regarding vertical disintegration of this industry in USA. Examples of a 
similar nature in Russian Planning are discussed by Clark in ‘ Economics of 
Soviet Steel,’ Harvard University Press, Cambridge, USA (1956). 

° See United Nations (DESA) Non-ferrous Metals—op. cit., p. 23-25. 
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strially important metallic alloys." Thus, locationally the production 
of “special steels” containing varying amounts of additive metals has 
been well scattered as compared to the relative concentration of 
ordinary carbon-steel industry. These high-grade steels tend to be 
market oriented and their markets being machine-making and engine- 
ering industries which are highly consumer oriented, the industry as a 
whole becomes amenable to locational adjustments in a desired in- 
dustrial matrix. The manufacture of non-ferrous metallic alloys has 
perhaps even a higher locational mobility and hence its orientation to 
the desired spatial structure of economic development may not be 
difficult. 


However, in the initial stages of planning for rapid industrialisa- 
tion of an underdeveloped country, the emphasis in metallurgical in- 
dustry is likely to be on large-scale production of primary metals and 
as such the early phases of this industrial growth would tend to be 
located in favour of the ore sites.*? It is in the later phases of metals 
production, when consumer markets begin to take shape with the gen- 
eral process of economic development, that a diverse pattern of dis- 
persed location can be achieved. However, in certain cases varied 
phases may be developed within a plan period. In this, an adequate 
conception of the locational matrix would lend a perspective to the 
lines along which these phased productions may be adequately located. 
In other cases, a choice amongst different ore sites can be now made 
for a later locational diversification of that industry. Moreover, urban- 
isation forces and incomes generation process emanatig from the ini- 
tial phases of industrialisation, could cause agglomerative tendencies on 
the later stages of industrial expansions. Hence it is mainly by arrang- 
ing appropriate investment priorities amongst different mineral sites 
and adequately planned regional investment dispersions that the de- 
sired spatial perspective of economic growth could be well nurtured. 


Inorganic and Organic Chemicals Industry 


For locational adjustments in a desired industrial matrix, other 
basic industries perhaps admit greater flexibility than that in the case 
of metallurgical industries. Thus for instance certain members of the 
basic chemicals group like caustic soda, sulphuric acid, synthetic fer- 
tilisers, etc. are market oriented and therefore these can be planned 
in regions wherein their market structures are expanding or are poten- 
tially expansive in a developing economy. On the other hand, some 
chemicals like soda ash, basic organic compounds and their primary 


21 For a discussion of this view, see P. Sargent Florence, ‘ Investment, 
Location and Size of Plant.’ He appears to conclude, “the smaller the in- 
dustry’s size of plant, the less its localisation” p. 39. 

72 Hence the choice of Bhilai, Durgapore and Rourkela in the Second 
Five Year Plan of India, for large-scale expansion of iron and steel. 





LOCATIONAL MATRIX 109 


intermediates, industrial alcohol, etc. are relatively more resource 
oriented. However, locational possibilities in these cases are general- 
ly numerous. And hence locational adjustments for regional growth 
can be made by arranging suitable priorities amongst different possible 
locations. In fact, chemical industry as a whole, has a sufficient 
diversified resource base. But it also has a highly interlinked growth 
structure. Its external economies and technical interdependencies rap- 
idly promote an agglomerated industrial pattern of chemicals manu- 
facture, around the nucleus of an intial base. Moreover, its inno- 
vational impetus, encouragement of by-product and ancilliary indus- 
tries, patronising scientific and research attitudes, selective concen- 
tration of skilled personnel, etc. tend to create a climate in which 
rapid industrialisation is quickly fostered in and around the initially 
chosen location. Hence appropriate choice and priority in the selec- 
tion of various nucleii of chemical industries, is of importance in 
regional developments. It is the initial choice and priority that decides 
the extent of its highly interlinked growth structure and therefore the 
perspective of locational industrial matrix is of vital significance in 
its planning. 


Fuel and Power Industries 


Still another important part in the industrial structure of an econ- 
omy is its fuel and power base. Generally, the industrial fuels are not 
found to be as widely dispersed as the electrical power potential. How- 
ever, for heating purposes in most cases, fuels may be found to be 
cheaper than electricity while for power-drive electricity would be 
better suited than mechanical utilisation of heat. In general, locations 
in the basic fuels industry tend to be resource oriented. Amongst 
these, however, the high-thermal-value fuels like coal and petroleum 
have their basic sites more or less rigidly given while in the case of low- 
thermal-value fuels like alcohol, wood, etc. the sites may be more dis- 
persed and hence a choice of priority in their development is possible. 
In a country like India, the hydro-electric power potential is found 
to be well dispersed amongst different regions and again thermal 
electricity is economically feasible wherever the fossil fuels are plenti- 
ful. With industrial utilisation of atomic energy, a desired dispersion 
of electrical power industry is feasible to meet the requirements of a 
projected locational industrial matrix. To some extent electricity 
being a substitute fuel and in certain industrial cases electrothermal 
energy being the only requisite to generate the required high tempera- 
tures, it is possible to have sufficient adjustments in the industrial 
matrix vis-a-vis its required fuel and power bases in the various regions 
of a continental country. 


Locational Considerations 


In a rapidly developing economy, when market structures are 
being formulated and inter-industrial relationships are being forged 
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any choice for project and its location must be with the full pers- 
pective of the industrially expansive capacities of the chosen invest- 
ment and its inter-regional impact on the economic structure. This is 
particularly important in the case of basic or large-scale investments. 
Their technical interdependencies and external economies favour loca- 
tional concentration while growing incomes in the industrial zones 
mould the market structures to further augment this centrifugal trend 
on new industrial ventures. To foster an appropriate spatial structure 
of economic development, therefore, such large-scale basic investments 
must be adequately dispersed between various regions in the country. 
The polarising trends in each region may then generate an industrial 
structure of its own and thus in the entire economy foster an ade- 
quately interlinked spatial structure. In promoting such an economic 
development, various regional possibilities of large-scale investments, 
each weighted with its possible future industrial potential become the 
alternatives, in the consideration of a perspective plan for indus- 
trialisation. In making the choice, the beneficial effects of any 
particular investment have to be correlated to the desired spatial struc- 
ture of economic growth. And wherever the temporal effects on the 
spatial structural growth are expected to be detrimental, investment 
priorities would have to be rearranged amongst inter-regional large- 
scale investments. Acceleration of economic development can thus be 
achieved with optimum utilisation of the resource potential of the coun- 
try, if in perspective planning the locational aspects are as well 
adjusted as the usual capital productivity considerations. 


Ill 
Iron and Steel Industry in Southern Region 


As at present in India, basic metallurgical industry is primarily 
anchored in the North-eastern region of the country, wherein rapid 
large-scale expansion of iron and steel production is scheduled in the 
Second Plan. One of the projects, that at Bhilai (Madhya Pradesh), 
falls in the Central region. However, its impact on the transport sys- 
tem is likely to be on the same railway network. As such its distri- 
butional and haulage burden is not likely to be dissimilar to that of 
the other plants or projects in the North-eastern region. Then, there 
is some production at Bhadravati (Mysore) in the Southern region. 
But its output is relatively little and the bulk of present and scheduled 
production of iron and steel in India, is primarily in the North-eastern 
region. Compared to this locational concentration, the consumption 
of this basic metal is thinly distributed all over the country. 
Apart from the North-eastern regional requirements, the con- 
sumption is likely to be relatively ascending in the Western and South- 
ern peripheral areas of the country in the near future. The 
automobile, aircraft, engineering, shipping, railway workshops, con- 
structional and other industries situated in these areas are scheduled 
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to expand their manufacture. Consequently, there would be an increas- 
ing load on the transport system and the need for its urgent expansion 
would cause repeated diversions of large amounts of capital from other 
schemes of industrial development. Even then, these long-distance 
haulages would be a constant burden on the consumer markets and a 
drag on the possible industrial growth in other regions. However, the 
productive efficiencies realised in the projected large-scale and inte- 
grated iron and steel units, are expected to be significantly high. Their 
mass-production techniques would economically cater for some of the 
large-scale demand for standardised products such as rail lines, steel 
sheets, spun-pipes, etc. However, for less standardised and more 
diversified consumer products the transportation costs might off-set 
the economies of scale. Indeed, the transport burden and its conse- 
sequent delays frequently cause a bottleneck problem in rapid indu- 
strialisation. Therefore, to ease these strains and to favour regional 
growth, it is necessary to have some smaller and less integrated pro- 
ductive units oriented towards the consumer markets. The American 
experience is said to indicate “that it costs less per ton to haul coal 
and ore than to haul finished iron and steel products.”** From a sim- 
ilar realisation of the transport costs, the Russian Third Five Plan 
actively promoted a wider dispersion, by organising a number of small- 
er or average sized units of iron and steel works.** A similar arrange- 
ment to supplement the present bulk production is possible in India 
and this could be well planned to promote a locational matrix of in- 
dustries. In fact, by using the recent advances in production techno- 
logy and furnace design, it should be quite economical to locate small- 
er iron and steel plants in Southern India. In certain respects, the 
resource position in this region is similar to that of East Germany 
which developed low shaft furnaces for smelting of acid iron ores with 
lignite coke. However, lignite high temperature coke is an expensive 
fuel as it involves an intermediate briquetting operation. Moreover, in 
the Salem-Trichinpoly areas, bordering on the Neivelli lignite depo- 
sits in Madras, the iron ore appears to be of inferior grade and highly 
acidic, having Fe-content of 25-48% and SiO,-content of 41-56%.”° For 
economic smelting of such inferior iron ores with low grade fuels, the 
Krupp-Renn process would be a good supplement to the furnace opera- 
tions. This process would be helpful in winning iron from inferior ores 
(yield 90-97%) in the shape of iron nodules which may be directly 
converted to steel in the open hearth or electric furnace. The process 
is virtually independent of high-grade metallurgical coke and can be 


8 See Clark, ‘Economics of Soviet Steel.’ op. cit., p. 202. 

*4See Clatk, Economics of Soviet steel op. cit., Chapt. 11 p. 202-212. 
Also see the Appendix B, p. 291-301 showing the geographical dispersion 
of Soviet iron and steel plants. 

7° See United Nations (DESA) Survey of World Iron Ore Resources, 
op. cit., p. 290-292. 
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based upon lignite.*® Quite a large number of these plants have now 
been in production in East Germany, Czekoslovakia, Japan, 
etc. and they appear to permit economic smelting of low grade 
iron ore and low-grade fuels on a medium scale of operations. A 
plant of this type in South India would not only give an economic 
output of the much desired industrial metal, but would also significant- 
ly ease the transport bottleneck and thus raise the overall development- 
al tempo in the country. 


Other iron ore deposits in the Western (Ratnagiri-Goa)*’ peri- 
pheral areas may also be examined along with the possibly rising sup- 
ply of iron scrap and imported or transported coal or hydro-electric 
power for manufacture of iron and steel in an appropriate coastal 
location to meet the internal consumer demand or develop an export 
market. Existence of high grade iron ore (Fe 58-62% or thereabouts), 
and possibility of cheap hydro-electric power from Koyna and Radha- 
nagari schemes, along with the coastal facilities for importing African 
coals and/or exporting iron and steel, suggest that a Tysland-Hole 
electric furnace or its suitable variant, may be usefully operated in this 
Western coastal region for production of iron and steel for internal 
consumption in the Western region or for suitable exports. The elec- 
tric smelting of iron ore is useful when electric power is cheap, as 
then heat for the smelting process is supplied by electricity and only 
a limited amount of coke is required as a reducing agent. With coastal 
facilities, this limited amount of coal or coke can be easily imported 
while the output from the plant can be shipped without overburdening 
the railway system in this region. A Western coastal plant would 
therefore be a valuable addition in adjusting the supply matrix of iron 
and steel in the country or in gaining an export market for steel in 
the East Asian or West African territories. 


Special Steels and Ferroalloys Production 


The present Indian steel production is mainly of the ordinary 
grade which is mostly used in heavy industry, railroads, constructional 
works, etc. However, for making of machinery, munitions, tools, 
etc. special quality steels containing various alloying metals like chro- 
mium, manganese, nickel, silicon, titanium, molybdinum, tungstun, etc. 
become necessary. These high-quality steels are generally manufac- 
tured by the electrothermic process and hence the locational choice 
in their production differs from that in the usual case of ordinary 
steel. Thus, in the Soviet Union, while ordinary steel production is 
primarily concentrated in the south, the high quality steels are mainly 
produced in the Dneper dam and Moscow-Leningrad areas wherein elec- 


*°See United Nations (DESA) “Lignite Resources—” op. cit., 
p- 127-130. 

27 See United Nations (DESA), Survey of World Iron Ore Resources, 
op. cit., p. 272, 279. 

Also see Roy, ‘Mineral Resources of Bombay,’ Bombay (1951). 
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trical furnace operations can be more economic.”* Besides the pull of 
the market, cheap electric power exercises a strong pull on the loca- 
tional orientation of these high quality steels. Hence, depending upon 
their expected market structure and availability of bulk electrical 
power, high grade steels production has to be suitably planned and 
located in the country. The total expected requirements of India may 
perhaps be produced in a couple of average sized units dispersed 
along the desired industral matrix. The present initial requirements, 
however, may well be satisfied by an industrial unit located in the 
Western or Southern regions wherein hydroelectric or lignite thermal 
electric power would be cheaply available. Iron and steel unit suggest- 
ed as above in these regions, could therefore be appropriately expand- 
ed and integrated to manufacture special high grade steels besides 
ordinary carbon steel. Moreover, high grade steels have a good ex- 
port potential in the Asian and African regions and hence the near 
coastal or coastal locations of these plants would be helpful in dev- 
eloping exports without taxing the internal railway system. 


Ferro-alloys required in the manufacture of special steels are also 
mainy produced in electric furnaces. This enables attainment of the 
required high temperatures and gives products which are relatively 
free from harmful impurities such as carbon, sulphur, phosphorus, 
etc. Hence both for technical and economic reasons, ferroalloys pro- 
duction is located in areas where electricity is abundant and cheap. 
Ferro-manganese, however, is an exception, as it is generally produc- 
ed by utilising high grade manganese ore in a blast furnace and hence 
is usually situated in the manganese belt. A certain amount of ferro- 
silicon is also similarly produced in blast furnace operations. In 
India, ferro-manganese production is well divided in the North-eastern 
(Orissa), South-eastern (Madras), Central (Bombay East) and Southern 
(Mysore) regions of the country. Other ferroalloys are not yet manu- 
factured in the country on any significant scale. These high grade 
ferro-alloys can be produced mainly by electrothermic processes. 
Alumino-thermic reductions can also be employed in certain cases, if 
aluminium can be economically made by electrolytic method and if 
the alumina obtained by this reduction reaction is recyclised in the 
electrolytic winning of aluminium. For both these processes, however, 
high grade ferroalloys production is invariably located near centres 
of hydro-electric power. 


Electro-metallurgical industries in Western Region 


Amongst non-ferrous metals, aluminium is perhaps the most im- 
portant metal whose consumption in both industrial and domestic 
spheres has been rising very rapidly.*° In recent years, shortage of 


**See Clark, ‘Economics of Soviet Steel,’ op. cit., p. 302-314. 
*°See United Nations (DESA), “‘ Non-ferrous Metals—,” op. cit., 
p. 6-37. 
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other non-ferrous metals and expansion in aluminium production has 
also caused marked substitution of aluminium and aluminium alloys 
for copper, brass, tin, lead, etc. In certain parts of building and con- 
struction works, even steel and timber, have been replaced by alum- 
inium. The paucity of other non-ferrous deposits and abundance of 
bauxite ores in India, point out to the importance of aluminium as 
being of vital significance to the general industrial development. How- 
ever, the present production of aluminium in the country, is low and 
uneconomic. Bauxite deposits in the Western (Kolhapur-Ratnagiri) 
region can be usefully utilised for a more efficient and economic pro- 
duction of aluminium by using cheap hydro-electric power which 
may be soon available in this area. This would not only aug- 
ment production in an economic manner, but would also be helpful 
in adjusting the supply matrix of aluminium in a more efficient way 
Moreover, aluminothermic reduction for manufacture of certain im- 
portant ferroalloys can also be attempted in the same region. Thus, 
an integrated unit for production of aluminium, aluminium-silicon 
alloys, ferroalloys, etc. can be well planned in the Western region 
wherein Koyna-Radhanagari grid could supply the required cheap 
hydro-electric power. 


Another project which may be located in a similar or same area 
is that for electrothermic or electrolytic production of pure manganese 
dioxide and manganese metal. Although her manganese deposits are 
high, these industrially important manganese products are not pro- 
duced in India but are imported. With expansion of electrical, chem- 
ical and glass industries, the manganese dioxide consumption is likely 
steels. Low grade ores which cannot be used in ferro-manganese 
metal required as an alloying element in certain special high-grade 
steels. Low grade ores which cannot be used in ferro-manganese 
blast furnaces can as well be utilised for electrolytic production of 
manganese dioxide and manganese metal. The project can therefore 
be usefully located in the Central, Western or Southern manganese 
ore areas, depending upon the availability of cheap electrical power. 
Consumer demand for these products, however, is mainly in the 
North-eastern and Western regions. Therefore, the manganese ores 
in Western regions could be utilised for this production. This indu- 
stry can then be well correlated to the suggested manufacture of iron 
and steel, special high grade steels, ferroalloys, and aluminium in the 
same industrial belt having a common electric grid pattern. Allter- 
natively, the by-product low grade ore in Dandeli ferromanganese unit 
(North Kanara, Mysore) in the Southern region, could as well be uti- 
lised with the power supply from the proposed Kali river hydroelec- 
tric scheme in the same area for electrolytic production of manganese 
metal and manganese dioxide. 


In effect, therefore, a firm basis for electrometallurgical indu- 
stries can now be laid in the Western region (Ratnagiri-Kolhapur, 
Bombay) by using its cheap hydroelectric power (Koyna-Radhanagari) 
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and mineral deposits. By careful and integrated planning a number 
of highly valued ferrous and non-ferrous metals, alloys and metallic 
products can be economically obtained. Electrolytic production of 
aluminium, electrothermic manufacture of ferroalloys, aluminothermic 
reduction for some ferrous and non-ferrous alloys, manufacture of 
pure manganese dioxide and manganese metal, electrothermic produc- 
tion of high grade special steels, etc. could form a complementary 
Western (Bombay, south-west) nucleus to the iron and steel nucleus 
in the North-eastern region. With development of lignite deposites 
and Krupp-Renn iron and steel in (Neivelli, Madras) the South-eastern 
area, manganese metal development in (Dandeli, Mysore) the South- 
western area and Bhadravati (Mysore) iron and steel in the South- 
central area, this suggested new expansion in metallurgical industries 
would constitute a well dispersed supply matrix of the basic metals 
needed for future industrial progress in the country. This locational 
dispersion of the metallurgical base could be further market oriented 
by a vertical separation of its productive processes. Thus rolling 
mills, foundries, engineering works, etc. could be consumer oriented 
wherever feasible. This would promote secondary industrial growths 
and bring about a better developmental alignment between various 
regions in the economy. 


Intra-Regional Dispersion of Chemicals and Fuels 


Comparatively, the production of basic inorganic chemicals like 
soda ash, caustic soda, chlorine, sulphuric acid, etc. is well dispersed 
in India in the North-eastern, Northern, Western and Southern re- 
gions. From the consumer view-point the supply locations are not 
unfavourable except for some specific items like synthetic fertilisers 
which need newer expansions in the Southern and Central regions of 
the country. Lignite deposits (Neivelli, Madras) in the Southern re- 
gion could form the basis of future expansion in fertilisers and some 
industrially important synthetic chemicals. For a still more favour- 
able spatial growth structure, however, intra-regional dispersions would 
have to be more actively promoted as the secondary industrial struc- 
tures in the chemicals group show a highly agglomerative locational 
tendency towards the basic chemicals site. Basic inorganic chemicals 
being mostly consumer oriented, an active industrial policy in the in- 
itial phases of their growth, could mould the locational base to meet 
the developing markets. Early adjustments to avoid intra-regional con- 
centrations of basic chemicals production would later result in a more 
desirable dispersion of secondary chemicals industry. 


Basic organic chemicals, on the other hand, are mostly resource- 
oriented. However, their resource base in India remains well diver- 
sified to foster a desirable locational industrial matrix in the economy. 
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Coal tar distillation products and their primary intermediates in the 
North-eastern region, petrochemicals and their by-products in the 
Western and Southeastern regions, fermentation chemicals and indus- 
trial alcohol in the Northern and Southern regions, synthetic chemicals 
based upon water-gas or electrolytic/electrothermic operations in vari- 
Ous areas, etc. could form the broad contours along which the basic 
organic chemicals industrial structure would develop in India in the 
near future. Adequate priorities and intra-regional locational adjust- 
ments would be necessary as organic chemicals industry is highly in- 
terdependent and hence grows in a concentrated manner with by- 
products and ancillary firms rapidly expanding around its primary 
focus. A perspective of the potential growth around an initial base 
and its correlation with the interregional structures is essential in de- 
ciding these priorities in the development of the chemical industry. 


Locationally, the fuel and power base is input oriented, as it de- 
pends primarily on the geophysical structure which denotes the coal 
fields, oil deposits, hydroelectric power sites, etc. However, with dev- 
elopment of atomic and solar energy on an industrial scale, this loca- 
tional dependence on natural sites would cease to some extent. Even as 
at present, the potential hydroelectric power in India is regionally not 
unbalanced for development of a suitable energy supply matrix for in- 
dustrial growth. However, the main industrial fuel, namely coal, is 
regionally not so well dispersed. High grade coals are mostly located 
in the North-eastern parts (Bengal, Bihar, Eastern Madhya Pradesh, 
Northern Orissa) while high grade lignite is in the Southern areas 
(Neiveli-Madras) of the country. Some low zrade coals and lignites are 
to be found in Bombay (Chanda, Kutch), Andhra (Singareni), Raiasthan 
(Pilani), and other areas. In general, however, the suvply of fossil 
fuels required for industrial and domestic heating purposes is not re- 
gionally well dispersed. However, liquid fuels and electrothermal en- 
ergy can be good substitutes in certain industries and areas. Diesel 
and electrical traction in transport can replace coal in certain measure. 
Electric locomotives are particularly economical on lines with heavy 
traffic and in mountainous terrains, whereas diesel locomotives could 
be preferred when this fuel is locally and cheaply available. In gen- 
eral, however, steam locomotives using coal are auite economical 
when coal supply is not inelastic. Future regional adiustments in the 
fuel industries would have to be based also upon better energy utilisa- 
tion and higher combustion efficiency which wou'd result in lowering 
fuel costs and overall fuel requirements of any industry. Coal carbon- 
isation, fuel gas, synthetic liquid fuels, low temperature carbonisation 
for domestic fuels from low grade coals or lignites, wood distillation 
units, and by-product chemical industries in the production of these 
derived fuels, etc. would indicate the technological advances which 
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may be usefully integrated in planning an adequate regional supply of 
fuels for industrial as well as domestic purposes. Derived 
fuels such as low temperature carbonisation coke, should replace cow- 
dung burning which is said to deprive the soil of some 40 million tons 
of this useful farm manure. They should also replace wood charcoal 
and thus help to stop deforestation. On general, howeber, as more and 
more industries tend to be consumer oriented, the fuel base composi- 
tion would shift to substitutes or in the alternative, it would add to 
the transportation costs of the inputs. With an integrated electrical 
grid system and dispersed production of derived fuels, the power-cum- 
fuel base for industries could be well conditioned to suit regional 
growth. The perspective of the locational industrial matrix and its con- 
sequent growth into a spatial economic structure is essential, however, 
while planning this integrated approach. 


Locational Decision and Spatial Economic Structure 


Comparatively, adjustments in other large-scale industries for a 
desirable locational matrix are somewhat easier in the initial stages of 
economic development. Various locational alternatives and project 
possibilities present themselves and it is frequently a problem in priori- 
ties. However, once the site is decided and the project starts its out- 
put, agglomerative tendencies foster further growth along the external 
economies emanating from the nucleus. With time, the previous choice 
of a basic investment results in the growth of an indusirial structure 
around the selected location. Hence, locational priority has to be with 
the full perspective of its potential growth and its relationship with 
other inter-regional choices in promoting a particular spatial structure 
in the economy. 


In a rapidly developing economy consumer markets are highly 
mobile. They tend to move in consonance with the urbanisation trends 
consequent upon industrialisation. In an underdeveloped country, in- 
dustrial growth moulds the market structure both in its locational 
pattern as well as in its product composition. The income generation 
process emanating from an _ interdependent industrial structure 
creates and maintains the overall consumer market. Locationally, how- 
ever, the production of any specific item may be more concentrated 
than its consumption. But in most industrial products the locii of the 
consumer markets would shift towards industrial zones as urbanisa- 
tion proceeds. In effect, consumer markets would significantly move 
towards industries in a rapidiy developing economy. Hence, it is, that 
in an underdeveloped economy, the initial choice of a large-scale indu- 
strial location is of vital importance in the growth perspective. On the 
one hand, it promotes an agglomerative industrial growth through its 
external economies and technological interdependancies, while on the 
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other hand, it moulds the market structure to its own convenience 
through the income generation process emanating from its production. 
Therefore, the spatial economic structure steeply rises upwards in and 
around the primary focus. Sometimes the later locational decisions are 
merely the consequences of the previous choices. Project priorities 
and locational alternatives must be considered, therefore, in the con- 
text of the developing and changing market structure. For optimal 
utilisation of the resources endowments of an economy, it is thus 
essential, to have the perspective of an adequate locational industrial 
matrix in planning rapid economic growth of an underdeveloped country. 















Bombay S. S. WAGLE. 

















REVIEWS 


The Chinese Economy. By SOLOMON ADLER. (London: Routledge 
and Kegan Paul, 1957). 


WuatT is an “economic history” ? The answer may depend upon 
the personal choice of the individual historian made out of two alter- 
natives—one, it might be a strict and austere chronicle of technical 
economic facts, tons of coal and yards of cloth, targets’ and achieve- 
ments, together with the description of the economic mechanism that 
works and allocates the resources. Second, in addition to the above 
it might also concern itself with the social engineering involved, the 
motives and impulses, in short all the mainsprings of action which 
have gone into the making of that which has been achieved and is 
there. Mr. Adler, apparently, chooses the first though his writing is 
not entirely free from overtones of the second type, mostly in the 
form of obiter dicta. And when this happens we have a cause for 
grumbling. For instance the co-operativisation of Chinese agriculture 
on a massive scale and at an unprecedented rate has, in the author’s 
opinion, been ‘entirely peaceful.’ At that particular time and in so 
far as that isolated event is concerned, perhaps yes. We say ‘ perhaps’ 
since other writers would have us believe in a different type of picture 
(e.g. P.S.H. Tang in Communist China To-day). But it is difficult to 
separate this event from its background of land—redistribution which 
was accompanied by an amount of bloodshed that would be sufficient 
to strike terror for quite a while ahead. From Mr. Adler we hear 
nothing at all about the gruesome ‘accusation meetings’ of villagers, 
very little of the ubiquitous Party, the liquidation of more than two 
million ‘ bandits,’ or of forced labour (or ‘criminals reforming them- 
selves through labour’). Well, all this may not be true but we 
would have liked Mr. Adler refuting these charges. True, he assures 
us that the land reform was no ‘idyllic rural picnic.” But then it has 
never been, not even in India. We also know that the path of develop- 
ment, like that of true love, never doth run smooth. But then......... 


In the same vein he says, “ But the Government brought about 
this transformation largely by persuation, by enlisting the voluntary 
co-operation of the peasants and releasing their latent energies rather 
than by coersion or bureaucratic pressure,” and that the “ main- 
spring of change was singer not compulsion.” Apart from the rare 
possibilities of voluntary actions under totalitarian regime, we are 
troubled by facts which would indicate the opposite—such as the 
reorganisation by communist cadres of genuine co-operatives born out 
of spontaneous efforts of enterprising and enthusiastic farmers (P.S.H. 
Tang, p. 281). Moreover what are the ten million or more members 
of the Party (who have their cells in every co-operative) doing in 
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China if they are not exercising (bureaucratic pressure? ). Again, if 
the individual farmers’ economic environment is so manipulated and 
the scales so weighted against him that an independent pursuit of his 
profession is rendered hazardous, there is no doubt that he would 
‘voluntarily’ and also quite ‘ peacefully’ join the collective. But in 
such a context the words take on an ironic flavour and Mr. Adler is 
far from being ironic. 


A history of development planning in a backward country would 
be devoid of much of the real interest that it possesses if the trials 
and tribulations, the pains and the frictions, in short, all the human 
costs that it involves, are not sufficiently emphasised. One could 
agree that the Chinese experiment has spared its population from much 
that Russia and the other communist countries have had to undergo. 
And this reflects credit on the immense practical acumen of the leaders 
of New China. The author’s instructive comparisons with these other 
countries bring out this fact pointedly. But this is only in relative 
terms. The author’s way of writing gives an unwarranted impression 
of smooth-sailing in almost every department of economic activity. 
It does somehow possess a ‘ picnic’ air about it. An example is the 
respectful reference to the ‘Hundred flowers’ which can now cause 
only amusement. 


This is a pervading characteristic of the book, best illustrated 
perhaps in the discussion of finance. When magnificent records in 
various fields have been noted the reader necessarily turns to this 
subject in expectation only to find a very sketchy description of this 
topic which is in fact the hub of all planning. Surely, more space 
was deserved by it than a meagre four page account. It raises a 
number of questions which remain unanswered. At various places in 
the book we learn that from 1952 to 1955, i.e. during the initial years 
of the First Five Year Plan, the physical yield of grain taxes slightly 
fell; that the number of commodities liable to taxation fell by more 
than two-thirds, that the tax burden on the peasant has fallen ; that 
hours of industrial work have fallen and wages have risen; that taxes 
on private business and income are ‘surprisingly low’ and so on. 
This is most brave. We do not question. But we look in vain for 
the definitive sources of finance which sustain such a high rate of 
investment. Tables 29 and 30 on pp. 185 and 186 are hardly recon- 
cilable for want of sufficient clarification of seeming discrepancies. 
Nothing is said about the quantum of foreign aid except for a reference 
to the presence of 20,000 Russian experts in China. All this is perhaps 
inevitable due to lack of data. And this is not surprising since the 
New Democracies were born behind iron curtains whereas in Russia 
the curtain was a relatively late invention. 


Except for these weaknesses the book as a whole renders a great 
and timely service. The chapters on agriculture deserve a careful study 
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especially in this country. Particularly noticeable is the Chinese 
emphasis on fertilizers, seeds and plant protection together with irri- 
gation which is advancing by leaps and bounds. And the Chinese 
have no glamour of mechanization. Here emerges the key-point in 
the comparatively smoother development in China—that the Chinese 
leaders do not look upon their collective agriculture merely as 
‘collective’ of grain, but raising the productivity acre is a matter which 
is very near to their heart. That is what distinguishes China from 
Soviet Russia and this is what helps her in maintaining a dynamic 
balance between the agricultural and industrial sectors. Mr. Adler 
nowhere indulges in wishful thinking of a type which expresses itself 
in underestimations of real achievements or prophesies of disaster. 
This was necessary. Above all we know what China is materially, 
what she is doing and at what pace. This is brought out in chapters 
separately dealing with industry, agriculture, transportation, commerce, 
foreign trade, health, education etc. And one view in the compass of 
less than three hundred pages we get a comprehensive picture sedu- 
jously put together from a mass of scattered information and made 
to yield an orderly and intelligible account. The most important 
lesson is the single one—that China is growing and growing pretty 
fast. This is unmistakable. This fact leaps at you on every page. 
The most instructive lesson for us here is that economic development 
and planning is a serious business. And there in a nutshell, is much 
food for thought. 


Bombay S. H. DESHPANDE 


A Survey of Contemporary Banking Trends. By S. K. Basu. (Calcutta: 
1957, pp. x + 574. Ks. 16/-). 


PROFESSOR BASU is well-known for his writings on money, banking, 
and finance. This book ‘A Survey of Contemporary Banking Trends,’ 
has grown out of the earlier work ‘Recent Banking Developments.’ 
The survey sets out to analyse and interpret the trends in the sphere 
of monetary theory, commercial banking, and international finance, 
following the end of the second World War—a period during which 
significant development took place. The analysis and interpretation 
have been carried out against the background of the underdeveloped 
countries, but the developments in advanced countries have not been 
lost sight off. 


The book consists of three parts, Trends in Central Banking, 
Trends in Commercial Banking, and International financial institu- 
tions. The canvas of the book is very wide, dealing with most of the 
topics on central and commercial banking. Banking developments in 
a large number of countries have been surveyed. In such an extensive 
attempt one is most likely to fall a prey to petty details, and to miss 
the central objective of synthesis and analysis. 
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Economic and Social Effects of Jagirdari Abolition and Land Reforms 
in Hyderabad. By A. M. Kuusro. (Delhi: Atma Ram & Sons., 
1958. Pp. 240. Rs. 8/-). 


Measures of land reform have undoubtedly a place of significance 
in development planning in India, both because they provide the social, 
economic and institutional framework for agricultural development and 
because of the influence they exert on the life of the vast majority of 
the population. But there is often a wide gap between the objectives 
that underlie these reforms and the results realised in actuality. It 
is therefore that the economist is called upon to assess the effects of 
such legislation with a view to finding out ways and means of bridging 
these gaps, if there be any. So far, very few studies have been under- 
taken to evaluate the effects of the various land reform measures ; and 
thus the present publication is bound to prove a useful addition to 
the scanty literature on this aspect. 


The Jagirdari system, which covered as large as one-third of the 
area of Hyderabad State, was abolished in 1949. The present study 
was primarily planned to investigate the economic and social effects 
of this abolition. In addition to this important measure, two other 
land reforms, namely, Tenancy legislation and fixation of ceilings and 
floors were introduced later since 1950. It was therefore thought 
advisable to enlarge the scope of the enquiry to also cover the effects 
of these reforms in ex-jagir areas of Hyderabad. 


The main findings of the investigation are in conformity with the 
broad trends generally revealed by similar studies already undertaken. 
Considerable degree of evasion is noticeable with respect to both 
tenancy. legislation and ceilings on land. Out of the originally created 
protected tenants in 1951, as large a proportion as 22.1% have been 
illegally thrown out, while another 17% have been said to have 
“voluntarily ” surrendered. The so-called voluntary surrenders are 
very Often a subtle form of illegal surrenders and only a proportion 
of these is genuine. Thus only 45% still remain to enjoy their pro- 
tected status, while 12% have purchased their lands and have 
become owner-cultivators, thus fulfilling the intention of the law. 


In regard to ceilings on land, the evasion takes the form of pur- 
chases or transfers. About 14% of the total ownership holding has 
changed hands owing to purchases and such transactions partly achieve 
the objective of the law, viz., land redistribution. But, on other hand, 
about 34% of total ownership holding has been transfered on other 
names during the last 5 years and many of these transfers have been 
bogus and have not resulted in any change in management or any 
redistribution of land. Again, the declaration of ceilings well ahead of 
implementation has been a tactical error which has enabled evasion 
of law on a considerable scale. 
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These indeed are interesting revelations enough; and the policy 
maker is bound to be benefitted by them. 


It is, however, when one passes on to the efforts of the investi- 
gation to delineate the changes that have been brought about in the 
economy, consequent on jagirdari abolition, that one does not seem 
to move on sure grounds. Throughout this part of the report is discern- 
able an obsession with the feeling that no serious study worth the 
name would do, without comparable figures relating to all the vari- 
ables like production, income, employment etc. The result has been 
the building up of a huge edifice on shaky foundations. For instance, 
any conscientious research worker acquainted with the rural economy 
would ungrudgingly admit that the calculation of incomes of rural 
families is a formidable task, even for the year during which the in- 
vestigation takes place. Even a better organised and equipped study 
like the Rural Credit Survey has treaded this field with great hesita- 
tion and reserve. But here is an investigation which presents us not 
merely with incomes of rural families for the year in which the in- 
vestigation was conducted i.e. 1953-54 (after abolition of Jagirdari), 
but also for the year 1948-49 (before the abolition of Jagirdari). Both 
these two sets of figures have been obtained with regard to Quantity 
and Value of output, Employment, Annual Money Income and even 
Savings ! Not merely that. Data for investment on seven different 
items have been obtained for each of the years from 1947-48 to 1953- 
54. Regarding duration of employment, the number of days of em- 
ployment is obtained separately for Men, Women and Children, for 
both the years, 1953-54 and 1948-49 ! But what about hired labour ? 
Even on this aspect the investigation has not lagged behind. For both 
the years, 1953-54 and 1948-49, provision is made to obtain data 
regarding the number of Men, Women and Children employed on the 
cultivation holding, the duration of their employment and monthly 
wages per worker—cash and kind. A wonderful feat indeed! Is 
it a tribute to the Hyderabad farmers who obliged the investigators 
by responding so well to the neatly designed Schedules? Or is it 
merely a testimony to the imagination of the investigators, who, as 
the author is at pains to elaborate, “ were graduates of various Indian 
Universities and all but one had taken their M.A. (Economics) or 
M.Com. Degrees” and “who were selected after an open advertise- 
ment from a big list of applicants from all over South and Central 
WO bc ccecs ”? (P. 34. Italics mine). The point is that in an over- 
zealous attempt to sound scientific we should not lose sight of the 
serious limitations under which the rural analyst has necessarily to 
function. 


' Look at another instance. We are.told that the idea in the Work- 
ing Force Schedule is to find out the normal duration of emoploy- 
ment for various categories of workers and the nature and approximate 
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China if they are not exercising (bureaucratic pressure? ). Again, if 
the individual farmers’ economic environment is so manipulated and 
the scales so weighted against him that an independent pursuit of his 
profession is rendered hazardous, there is no doubt that he would 
‘voluntarily’ and also quite ‘ peacefully’ join the collective. But in 
such a context the words take on an ironic flavour and Mr. Adler is 
far from being ironic. 


A history of development planning in a backward country would 
be devoid of much of the real interest that it possesses if the trials 
and tribulations, the pains and the frictions, in short, all the human 
costs that it involves, are not sufficiently emphasised. One could 
agree that the Chinese experiment has spared its population from much 
that Russia and the other communist countries have had to undergo. 
And this reflects credit on the immense practical acumen of the leaders 
of New China. The author’s instructive comparisons with these other 
countries bring out this fact pointedly. But this is only in relative 
terms. The author’s way of writing gives an unwarranted impression 
of smooth-sailing in almost every department of economic activity. 
It does somehow possess a ‘ picnic’ air about it. An example is the 
respectful reference to the ‘Hundred flowers’ which can now cause 
only amusement. 


This is a pervading characteristic of the book, best illustrated 
perhaps in the discussion of finance. When magnificent records in 
various fields have been noted the reader necessarily turns to this 
subject in expectation only to find a very sketchy description of this 
topic which is in fact the hub of all planning. Surely, more space 
was deserved by it than a meagre four page account. It raises a 
number of questions which remain unanswered. At various places in 
the book we learn that from 1952 to 1955, i.e. during the initial years 
of the First Five Year Plan, the physical yield of grain taxes slightly 
fell; that the number of commodities liable to taxation fell by more 
than two-thirds, that the tax burden on the peasant has fallen ; that 
hours of industrial work have fallen and wages have risen ; that taxes 
on private business and income are ‘surprisingly low’ and so on. 
This is most brave. We do not question. But we look in vain for 
the definitive sources of finance which sustain such a high rate of 
investment. Tables 29 and 30 on pp. 185 and 186 are hardly recon- 
cilable for want of sufficient clarification of seeming discrepancies. 
Nothing is said about the quantum of foreign aid except for a reference 
to the presence of 20,000 Russian experts in China. All this is perhaps 
inevitable due to lack of data. And this is not surprising since the 
New Democracies were born behind iron curtains whereas in Russia 
the curtain was a relatively late invention. 





Except for these weaknesses the book as a whole renders a great 
and timely service. The chapters on agriculture deserve a careful study 
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especially in this country. Particularly noticeable is the Chinese 
emphasis on fertilizers, seeds and plant protection together with irri- 
gation which is advancing by leaps and bounds. And the Chinese 
have no glamour of mechanization. Here emerges the key-point in 
the comparatively smoother development in China—that the Chinese 
leaders do not look upon their collective agriculture merely as 
‘collective’ of grain, but raising the productivity acre is a matter which 
is very near to their heart. That is what distinguishes China from 
Soviet Russia and this is what helps her in maintaining a dynamic 
balance between the agricultural and industrial sectors. Mr. Adler 
nowhere indulges in wishful thinking of a type which expresses itself 
in underestimations of real achievements or prophesies of disaster. 
This was necessary. Above all we know what China is materially, 
what she is doing and at what pace. This is brought out in chapters 
separately dealing with industry, agriculture, transportation, commerce, 
foreign trade, health, education etc. And one view in the compass of 
less than .three hundred pages we get a comprehensive picture sedu- 
jously put together from a mass of scattered information and made 
to yield an orderly and intelligible account. The most important 
lesson is the single one—that China is growing and growing pretty 
fast. This is unmistakable. This fact leaps at you on every page. 
The most instructive lesson for us here is that economic development 
and planning is a serious business. And there in a nutshell, is much 
food for thought. 


Bombay S. H. DESHPANDE 


A Survey of Contemporary Banking Trends. By S. K. Basu. (Calcutta: 
1957, pp. x + 574. Rs. 16/-). 


PROFESSOR BASU is well-known for his writings on money, banking, 
and finance. This book ‘A Survey of Contemporary Banking Trends,’ 
has grown out of the earlier work ‘Recent Banking Developments.’ 
The survey sets out to analyse and interpret the trends in the sphere 
of monetary theory, commercial banking, and international finance, 
following the end of the second World War—a period during which 
significant development took place. The analysis and interpretation 
have been carried out against the background of the underdeveloped 
countries, but the developments in advanced countries have not been 
lost sight off. 


The book consists of three parts, Trends in Central Banking, 
Trends in Commercial Banking, and International financial institu- 
tions. The canvas of the book is very wide, dealing with most of the 
topics on central and commercial banking. Banking developments in 
a large number of countries have been surveyed. In such an extensive 
attempt one is most likely to fall a prey to petty details, and to miss 
the central objective of synthesis and analysis. 
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The book, however, is likely to serve as a good reference work 
for students of Banking as it contains most of the recent develop- 
ments in the field of banking theory. 

Bombay C. K. SHAH 


A General Theory of Economic Process. By Nett W. CHAMBERLAIN. 
(New York: Harper & Bros. Pp. 370). 


Ir is a rare experience these days to come across an original study 
in economic theory which is mercifully free of mathematics and models. 
The work under review is a creditable exception to the rule. Mr. Neil 
Chamberlain has successfully integrated and elaborated the analyses 
of economic behaviour by Veblen, Katona and Edward Chamberlin. 
He considers “the culture existing at the moment as integral to eco- 
nomic analysis” and is concerned with cultural changes in so far as 
they affect the flow of resources. He interpretes the economic process 
not in terms of the maximisation postulate but in terms of the inter- 
dependence in consumption (somewhat like Duesenberry), competitive 
achievement in management and relative bargaining power of various 
economic and social groups. ‘“ When the desire for pecuniary gain is 
tempered by consideration of other goals, which the individual would 
achieve, we leave behind us the concept of rational maximising and 
necessarily move towards the idea of balancing satisfactions according 
to a culturally influenced behaviour pattern.” Since decision-making 
is determined in a given cultural setting by the level of income and 
group aspirations, only the timing of its implementation calls for eva- 
luation, by bargaining parties, of the relative cost of agreement and 
disagreement at various levels of prices and other market variables, 
like advertisement effort and production differentiation. 


The traditional postulates of economic behaviour are replaced by 
three conditions: 1) the number of alternatives is limited (scarcity 
condition), (2) some alternative has always to be chosen in consequence 
of a person’s time stream of aspirations and the conditions imposed 
by interdependence ; (3) individuals in the pursuit of their aspirations 
make rational choices among the alternatives presented. The oppor- 
tunity cost of choosing a particular alternative is thus defined in 
terms of aspirations foregone. Price flows are considered significant 
only in so far as they affect the balancing of cash receipt and disbur- 
sements which, though important in themselves, do not always have 
a primary determining influence on decision-making. 


So long as Mr. Chamberlain is analysing micro-behaviour, he is 
not merely realistic but also original. The chapters on revenue and 
budget decisions of the firm and the manipulation of bargaining power, 
in fact, contain several superb bits of analysis. The hop from micro 
to macro analysis with an intermediate stop at the banking system is, 














THEORY OF ECONOMIC PROCESS 











































128 


however, quite disappointing—unless one recommends these chapters 
for a first course in mucro-economics. The author would have been 
well advised to confine himself to building up a general theory of 
the micro-economic process, leaving its projection over a wider canvas 
to some future date. 


Bombay R. K. Hazari 


indian Economy—lIts Nature and Problems. By Atak GHOSH. 
(Calcutta: The World Press Private Ltd., 1957. Pp. xvi + 368. 
Price Rs. 8.50). 


A Handbook of Indian Economics. By SUBRATA GUPTA. (Calcutta : 
Gupta Brothers, Second Edition, 1958. Pp. 509. Price Rs. 7/-). 


THESE two books which are an addition to the substantial number 
of text books on Indian Economic Problems already in existence, fail 
in their avowed purpose of providing a new look at our economic 
probiems in the light of recent thinking and practice in the spheres of 
pianning and economic growth. The performance of the authors is 
disappointing, if the motto of a good text book is to say, “what oft 
was thought but never so well expressed.” The discussion on 
Planning and Economic Growth is extremely sketchy and the bulk 
of space of their books is devoted to discussion in the usual fashion 
about individual problems such as land tenures, rural credit, small- 
scale industries etc. and bringing the information upto date. No 
doubt each sector has its peculiar problems but that does not justify 
the study of each problem in isolation. The great fact of interrela- 
tionship in economic life is never impressed on the mind of the student 
with the result that he is left with the impression of innumerable In- 
dian Economic Problems rather than the Indian Economic Problem. 
The tendency to indulge into general a discussion on planning, co- 
operation, exploitative land system, ruthlessness of money lendeis etc. 
not only clouds the issues but puts the problems in a wrong perspective. 
The question is not whether these statements are right or wrong, but 
whether the manner in which the various influences work themselves 
out or the manner in which they modify the working is explained or 
not. Lastly, the avoidance of tendency to put forward state control, 
state help, co-operation etc. as a panacea for all our ills would have 
paved the way for a clearer understanding of the problems. The books 
provide much information but little insight. In this, of course, they 
are in the company of many other text books on Indian Economic 
Problems. In justice however, a reference must be made to the fact 
that Prof. Alak Ghosh devotes his entire Book I to a discussion of 
various problems in the light of modern theoretical developments. To 
this extent there is a pioneering departure from the usual pattern but 
in Book II that is, the major portion of his work, he plods the familiar 
ground. 





Bombay V. N. KorHari 
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Economic and Social Effects of Jagirdari Abolition and Land Reforms 
in Hyderabad. By A. M. Kuusro. (Delhi: Atma Ram & Sons., 
1958. Pp. 240. Rs. 8/-). 


Measures of land reform have undoubtedly a place of significance 
in development planning in India, both because they provide the social, 
economic and institutional framework for agricultural development and 
because of the influence they exert on the life of the vast majority of 
the population. But there is often a wide gap between the objectives 
that underlie these reforms and the results realised in actuality. It 
is therefore that the economist is called upon to assess the effects of 
such legislation with a view to finding out ways and means of bridging 
these gaps, if there be any. So far, very few studies have been under- 
taken to evaluate the effects of the various land reform measures ; and 
thus the present publication is bound to prove a useful addition to 
the scanty literature on this aspect. 


The Jagirdari system, which covered as large as one-third of the 
area of Hyderabad State, was abolished in 1949. The present study 
was primarily planned to investigate the economic and social effects 
of this abolition. In addition to this important measure, two other 
land reforms, namely, Tenancy legislation and fixation of ceilings and 
floors were introduced later since 1950. It was therefore thought 
advisable to enlarge the scope of the enquiry to also cover the effects 
of these reforms in ex-jagir areas of Hyderabad. 


The main findings of the investigation are in conformity with the 
broad trends generally revealed by similar studies already undertaken. 
Considerable degree of evasion is noticeable with respect to both 
tenancy. legislation and ceilings on land. Out of the originally created 
protected tenants in 1951, as large a proportion as 22.1% have been 
illegally thrown out, while another 17% have been said to have 
“voluntarily ” surrendered. The so-called voluntary surrenders are 
very often a subtle form of illegal surrenders and only a proportion 
of these is genuine. Thus only 45% still remain to enjoy their pro- 
tected status, while 12% have purchased their lands and have 
become owner-cultivators, thus fulfilling the intention of the law. 


In regard to ceilings on land, the evasion takes the form of pur- 
chases or transfers. About 14% of the total ownership holding has 
changed hands owing to purchases and such transactions partly achieve 
the objective of the law, viz., land redistribution. But, on other hand, 
about 34% of total ownership holding has been transfered on other 
names during the last 5 years and many of these transfers have been 
bogus and have not resulted in any change in management or any 
redistribution of land. Again, the declaration of ceilings well ahead of 
implementation has been a tactical error which has enabled evasion 
of law on a considerable scale. 
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These indeed are interesting revelations enough; and the policy 
maker is bound to be benefitted by them. 


It is, however, when one passes on to the efforts of the investi- 
gation to delineate the changes that have been brought about in the 
economy, consequent on jagirdari abolition, that one does not seem 
to move on sure grounds. Throughout this part of the report is discern- 
able an obsession with the feeling that no serious study worth the 
name would do, without comparable figures relating to all the vari- 
ables like production, income, employment etc. The resalt has been 
the building up of a huge edifice on shaky foundations. For instance, 
any conscientious research worker acquainted with the rural economy 
would ungrudgingly admit that the calculation of incomes of rural 
families is a formidable task, even for the year during which the in- 
vestigation takes place. Even a better organised and equipped study 
like the Rural Credit Survey has treaded this field with great hesita- 
tion and reserve. But here is an investigation which presents us not 
merely with incomes of rural families for the year in which the in- 
vestigation was conducted i.e. 1953-54 (after abolition of Jagirdari), 
but also for the year 1948-49 (before the abolition of Jagirdari). Both 
these two sets of figures have been obtained with regard to Quantity 
and Value of output, Employment, Annual Money Income and even 
Savings ! Not merely that. Data for investment on seven different 
items have been obtained for each of the years from 1947-48 to 1953- 
54. Regarding duration of employment, the number of days of em- 
ployment is obtained separately for Men, Women and Children, for 
both the years, 1953-54 and 1948-49 ! But what about hired labour ? 
Even on this aspect the investigation has not lagged behind. For both 
the years, 1953-54 and 1948-49, provision is made to obtain data 
regarding the number of Men, Women and Children employed on the 
cultivation holding, the duration of their employment and monthly 
wages per worker—cash and kind. A wonderful feat indeed! Is 
it a tribute to the Hyderabad farmers who obliged the investigators 
by responding so well to the neatly designed Schedules? Or is it 
merely a testimony to the imagination of the investigators, who, as 
the author is at pains to elaborate, “ were graduates of various Indian 
Universities and all but one had taken their M.A. (Economics) or 
M.Com. Degrees” and “who were selected after an open advertise- 
ment from a big list of applicants from all over South and Central 

(P. 34. Italics mine). The point is that in an over- 
zealous attempt to sound scientific we should not lose sight of the 
serious limitations under which the rural analyst has necessarily to 
function. 


Look at another instance. We are.told that the idea in the Work- 
ing Force Schedule is to find out the normal duration of employ- 
ment for various categories of workers and the nature and approximate 
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rate of wages. More significantly, the objective is also to calculate 
man-days required for a given produce, so that idea about the produc- 
tivity of labour may be had! (P. 204). This is surely a dangerous 
exercise! Serious students of the subject who are not content with 
merely the statistical analysis but who would like to know how these 
statistical data were obtained are likely to look askance at some por- 
tions of the Report, particularly Chapters VIII, [IX and X. 


There is another important issue on which the reviewer would 
beg to differ from the author. While it cannot be denied that Jagir- 
dari abolition may be regarded partly as land reform and partly as 
an overhaul of the administrative machinery, the pertinent question 
that needs to be posed is: Should we really include the effects of 
administrative changes in a Report concerned with the evaluation of 
land reforms ? The reviewer, for one, would demur. For instance, to 
be told that medical and health facilities have improved, the number 
of primary schools has increased and the nation-building departments 
are working with greater efficiency, after Jagirdari abolition, amounts, 
after all, to stating the obvious. All things that happened after 
Jagirdari abolition are not necessarily due to it. 


Ultimately what does one expect from a study of this type? The 
first aim is to point out the loopholes, if any, in the legislation, so 
that the realisation of the objectives through effective implementation 
is facilitated. The second and perhaps a more difficult aim is to find 
out how far land reforms have promoted agricultural efficiency and 
increased agricultural production and income. Assessment of the 
latter in an ideal way may almost be an impossibility in view of the 
many variables affecting agricultural production. A practical way 
would be to consider the investment in land in various forms of land 
improvement as an indicator of better care and efficient use of land. 
It seems that concentration on these two modest aims would have 
yielded more reliable, and from the policy point of view, more helpful 
results. As it is, the Report is burdened with so many things—things 
which are very remotely connected with land reforms—that the student 
finds it difficult to sort out the grain from the chaff. 


These somewhat stray comments are not certainly intended to 
belittle the value of this important Report. Far from it. Evaluation 
of land reforms is admittedly a very difficult task and the author 
deserves our congratulations for tackling it in his own way. Students 
of the subject would only hope that the Committee of Direction 
recently set up by the Planning Commission would furnish a suitable 
framework for a scientific evaluation of land reforms. 


Bombay N. A. MAJUMDAR 
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The Problems of Land Transfer. By KARUNAMOY MUKERJI. (Santi- 
niketan: Visva-Bharati University, 1957, pp. xx + 275; Rs. 10/-). 


THe maladjustments, such as the concentration of land and absentee 
landlordism, in the ownership and use of land constitute the main 
land problem in India. In view of our national policy of promoting 
ownership of land by those who are its actual tillers, it is extremely 
important to find out in whose favour, at what rate and to what extent 
land transfers have taken and are taking place in different parts of 
the country. Have the land transfers resulted in redistribution of land 
in the desired direction? Are the landless tenants, small-owner cul- 
tivators and the landless labourers main beneficiaries? Have they 
acquired the lands at reasonable prices ? Have the mortgages of land 
taken place mainly in favour of institutional agencies for lending? A 
study which throws light on such questions cannot but be significant. 
Prof. Mukerji’s examination of the problem of land transfers in 
Bengal, though restricted in its scope to a particular region and to 
past years, has thrown up interesting results having policy implica- 
tions for the nation as a whole. Hence the book under review deserves 


the attention of not only the academician but also of the administrator 
and the policy maker. 


The study contains a discussion of the problems of land alienation 
in the Faridpur district (now part of East Pakistan) where first-hand 
investigation was conducted. The data collected through investiga- 
tion have been supplemented by and compared with available official 
statistics. The survey has covered a period of 25 years, beginning 
from the end of the First World War (1918) to the Bengal Famine 
(1943). For the purpose of analysis, the entire period has been divided 
into well-defined sub-periods in order to bring out the salient effects 
on the nature and extent of land alienation of certain important events 
in the land tenure history of Bengal, such as the Bengal Tenancy 
(Amendment) Act of 1928, the Agricultural Depression of 1930-33, 


the Bengal Agricultural Debtors Act of 1935 and the Bengal Famine 
of 1943. 


Starting with the definitions of different forms of Jand transfer as 
given in the Transfer of Property Act, the author enters into the 
analysis of the changing forms of land transfer in the second and sub- 
sequent chapters. Before the enforcement of the Bengal Tenancy 
(Amendment) Act of 1928, the most common and dominant forms of 
land transfer were lease, sale and mortgage in the order of their 
volume and importance. It may be noted that transfer of land by 
mortgage was less predominant compared with lease and sale. Among 
the forms of mortgage, simple mortgage was more predominant than 
usufructuary mortgage. After the enforcement of the 1928 Amend- 
ment Act, leases became still more dominant. Transfer of land by 
gifts, which was almost non-existent earlier, also began to appear. 
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During the depression of 1930-33, there was comparatively less number 
of land transfers per annum. This happening runs counter to the 
common notion that during the period of depression, the frequency 
of land transfer, specially of sale, goes up. Another important point 
to be noted is that in 1930-33, land alienation by mortgage became re- 
latively more important than by sale. Between 1938 (the year in which 
the Bengal Tenancy Act was further amended) and 1943 (the year of 
Bengal famine), mortgage deeds gradually decreased and transfer of 
lands through awards under the Bengal Agricultural Debtors Act of 
1935 increased remarkably. Sale deeds became very important. The 
average number of all types of land transfers per annum increased 
sharply during 1940-44 as against the fall in 1930-33. 


We may also refer to some of the important facts regarding the 
nature, significance and causes of land transfers brought out in the 
publication in order to give the reader an inkling into the interesting 
discussion contained in the book. The discussion reveals that various 
factors such as rent arrears, old debts, food purchase, exchange of 
existing plots for better plots, procurement of business capital, litiga- 
tion, money lender’s rapacity, expansion of credit, high prices, etc., 
have led to or have been associated with the transfer of occupancy 
holdings. 


With a view to providing for an automatic extinction of mort- 
gages, the 1928 Act allowed the occupancy raiyat to enter into a 
complete usufructuary mortgage for a period not exceeding 15 years. 
Surprisingly the number of usufructuary mortgages in the district as a 
whole increased in the subsequent years in spite of the fact that the 
above mentioned provision was added to the Act in order to restrict 
mortgages. As regards the land transfers during the Bengal Famine, 
the author conducted a survey in 12 villages on the results of which 
he has concluded that the incidence of distress alienation of lands 
during the year of famine fell mostly on the lowest range of peasants 
whereas the richer section of the peasantry owning 10 acres and above 
went unscathed as none of them had to alienate any part of their 
holdings. 


Though the study is instructive, there are certain significant short- 
comings in it on account of which the reader might not fully appre- 
ciate its intrinsic merits. In the first place, the sample of six villages 
is too small to generalise even for the district concerned. However, 
in so far as the study intends to discuss only the trends in land 
transfers, the limitation of sample, one may say, does not vitiate the 
analysis. Secondly, in view of the fact that the enquiry deals only 
with the changes that have occured upto 1943-44, it has only histo- 
rical value and we fail to get a picture of the changes that have taken 
place during the recent years in which we are in fact more interested. 
Dr. Mukerji’s excuse for this lapse is that a good deal of material 
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dealing with the rights of alienation in land by cultivators in different 
States was “gleaned and assorted only too late to be incorporated 
in this volume.” But there is no reason why the author should not 
have postponed the publication of this book so that he could also 
have included his analysis about recent trends in land transfers. Had 
this been done, the chapter on retrospect and prospect would have 
been more meaningful. One may also say that the material presented 
in this book could have been given in less number of pages than is 
the case now by omitting and reducing the length of some tabular 
data and appendices so as to include the other left-out material (which 
the writer wants to reserve for separate treatment) in a single volume 
only. Another gap in the publication is that it does not state the 
sampling procedure adopted for the selection of villages for the Survey 
and other details regarding the method followed for collecting data. 


Notwithstanding the above mentioned shortcomings and the drab 
reading which it unavoidably makes (unlike some other books in agri- 
cultural economics which make a pleasant reading on account of lots of 
descriptive portions), the volume merits the attention of all interested in 
rural welfare. One will have to agree with the author when he 
observes that “the peasant of today seems to find himself in the midst 
of two evils; if his right of transfer is denied or curtailed, his credit 
shrinks and therewith the chance of improved agriculture by means 
of enhanced credit support ; if again, he is given free right of transfer 
his “debt increases as prices rise” and he tends more and more to 
lose his lands. What is the solution? The solution seems to lie in 
the golden mean ; regulated transfer right coupled with the provision 
for regulated credit, that is, credit advanced from sources which, from 
the borrower’s point of view, are more useful and dependable and, 
yet, more cautious and kindly critical than the fraudulant money- 
lenders.” The reviewer hopes that such types of studies, particularly 
those dealing with present trends, will be published in increasing 
number so that the public and the policy maker come to know about 
the impact of the recent land reforms in various States on ownership, 
possession and utilisation of land. 


Bombay H. B. SHIvAMAGGI* 


Industrial Relations in India. By CHARLES A. Myers. (Bombay: 
Asia Publishing House, pp. 376, Rs. 15.75). 


STUDENTS of labour problems in India look on the efforts of outsiders 
with great expectations for the fresh approach they bring to these 


“This review is contributed by the reviewer in his personal capacity, 
and therefore, the responsibility for the views expressed is that of the 
reviewer himself. 
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problems. Prof. Myers’ book on Industrial Relations in India satisfies 
these expectations in ample measure; and even where the author 
refrains from committing himself to a particular point of view, he 
raises issues, both of principle and of policy, which in their unsettled 
state, pose a challenge to Indian students and policy makers to pursue 
and see if they can do any better. A fault with American students and 
with many Indians who have studied the American pattern of indus- 
trial relations is that they come to look on it as the ideal one to 
which the pattern of indusrial relations in India should necessarily 
approximate. Freedom from this bias as well as its wide coverage 
make this book an indispensable one for all those interested in Indian 
labour problems. 


The agencies which shape industrial relations in any. industrialised 
society are three in number; the employers, individually or through 
their associations, the labour unions and lastly, the government, 
through its legislative framework. The role of each agency differs 
from one country to another, depending on the time and context 
of industrialisation. As both the time and the context in which 
India is attempting industrialisation are different from those 
that obtained in the initial stages of development in United States, 
the relative role of these agencies in India differs from that in United 
States. The author concludes that “in the present stage of economic 
development India cannot afford a period of labour strife which is 
the usual prelude to more mature collective bargaining relationships.” 
After a dispassionate consideration of the pros and cons of the system 
of compulsory adjudication, Prof. Myers feels, and rightly so, that 
the reasons given for the retention of the system are more compelling 
than those advanced for scrapping it. This justification of the 
system does not prevent him from adding a note of caution, that it 
would not be easy to reverse the pattern and move to freer collective 
bargaining. For some people, the loss of democracy in Industry may 
appear as too high a price to be paid for rapid development ; but the 
matters are not so bad. The author sees a great scope for improve- 
ment in the existing conciliation process and concludes that where 
management and unions want to bargain directly there is still plenty of 
incentive to do so in order to avoid the litigious atmosphere of the 
tribunals. 


Prof. Myers shows a real grasp of the present situation in his 
analysis of the problem of the representative union and though he 
has no solution to offer, he brings out the delicate issues involved in 
it, boldly and clearly. A review of the role of the government in 
structuring the labour-management relations is concluded with a 
defense and justification of the need for the government to retain 
control over some of the activities of the labour movement which 
might hinder economic development. 
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So much for the role of the government in structuring labour mana- 
gement relations. Of the two other agents, employers and unions, the 
management is held responsible for developing industrial relations 
along proper lines. The managerial attitude characterised by authori- 
tarianism and patternalism has its roots in the wider social set up 
of caste and joint family. The exceptions to this attitude, both 
Indian and foreign, though few in number are widely dealt with as 
they illustrate a new management ideology worthy of emulation by 
others. Prof. Myers’ critical eye has hardly missed any point in the 
analysis of management response. Among the noteworthy suggestions 
he makes, the widening of the scope for middle management and 
recruitment of trained managerial personnel to avoid charges of 
nepotism and inefficiency consequent on such recruitment deserve 
special consideration from top management. His suggestion that 
private management should pay greater attention to construction of 
social overheads so as to build a committed labour force sounds to 
the present reviewer as impracticable ; where the aggregate resources, 
private as well as public are meagre, it is unsound to expect private 
sector to pay greater attention to the construction of social overheads. 
But none can disagree with him when he states that the committment 
of an industrial labour force requires more than providing material 
benefits. “It means,” he adds, “building an employer-employee re- 
lationship in which employees find that work helps them achieve 
some of their aspirations as individual human beings.” The fact that 
industrialisation evokes similar responses from workers, irrespective 
of the cultural differences is well brought out and the degree of 
transferability of the ingredients of modern personnel administration 
programmes of the Western countries is amply stressed. The whole 
analysis of the present role of the labour officers is excellent and 
speaks of the discerning eye of an outsider for matters of detail, which 
though important as far as their evil consequences go, are over-looked 
by Indians due to too much familiarity. The management in India 
have none but themselves to blame for their failure to structure the 
labour force. A note of warning which the management can neglect 
only at their peril is struck in conclusion. The only alternative to a 
change in the outmoded ideology is complete state intervention. 


As to the third agency, labour, the analysis fails to break any 
new ground. Every reader is familiar with the weaknesses of Indian 
trade union movement and their implications. The only point, and 
a major one at that, he raises is about the role of trade unions in 
underdeveloped countries. The danger implicit in regarding trade 
union as an instrument of economic development in the interest of 
the whole nation rather than as a class group is that the labour move- 
ment may become a labour front similar to that in Soviet Union. 
One who has no strong preferences as to the various types of institu- 
tions provided they deliver the goods may not be aware of this danger. 
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To the reviewer this does not appear as a possibility. Prof. Myers’ 
analysis of the effects of rival unionism itself suggests the answer. 


A word about the historical sections (Chapters II, III and IV). 
They appear to be too long in relation to their bearing on the present 
problem. They rely on data easily available in text books on the 
subject and though they may be helpful to foreigners, they fail to 
interest Indians. The rest of the chapters along with notes, are ex- 
tremely interesting and instructive. The book undoubtedly will be 
welcomed as one of the important works on the subject. 


Bombay L. DESHPANDE 


A Short-Term Planning Model for India. By N. V. A. NARASIMHAM. 
(Amsterdam: North Holland Publishing Co., pp. 93). 


Mr. NARASIMHAM must be congratulated on his bold attempt to cons- 
truct a short term planning model for India. He explains in the 
“Introduction” that a short term model “can be made to serve the 
purpose of adapting the economy to the continuous changes in exter- 
nal forces which threaten to upset its equilibrium and affect Social 
Welfare.” The need for such a model is felt more than ever at the 
present moment when the Second Five Year Plan has run into serious 
difficulties. 


The book (written under the supervision of Professor Tinbergen) 
has been divided into three parts. Part I introduces the problems and 
variables with which the book is concerned and presents the theore- 
tical framework of the model. Part II is a study of the short term 
econometric model under four heads viz. definitional, demand, price- 
fixation and income formation relations. Part III considers the 
design of short term economic policy and briefly touches on the theory 
of economic policy. 


The analysis is systematic. Mr. Narasimham has kept the mathe- 
matical complexities in the background and emphasised the economic 
significance of results obtained through econometric analysis. He 
deals mainly with linear equations and this facilitates the task of 
explaining the economic significance of the various regression coeffi- 
cients. Dogmatic statements are scrupulously avoided. One can easily 
recognise the influence of Professor Tinbergen while going through the 
book. Statistics for the period 1919-52 are utilised for the analysis. 


_ The study is based on the consideration of five important markets, 
viz. markets for consumer goods and services, capital goods, farm 
raw materials, non-farm labour and imports. But the omission of 
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financial markets is hard to justify particularly when the author re- 
cognises the importance of interest and capital charges in the deter- 
mination of the prices of investment goods (p. 37). 


Part II is full of significant results. The following may be of 
more than common interest. The marginal propensity to consume 
out of disposable corporate profits with a lag of half-year is zero; 
the marginal propensity to invest for disposable corporate profits with 
a lag of half year is 1.23 and that for disposable non-corporate profits 
with an equal lag is 0.02; the marginal propensity to.consume for 
all incomes is 0.90; the marginal propensity to consume imports is 
0.11. 


Prices of consumer goods and services increase by 20 per cent. 
with the wage-rate and by 62 per cent with the farm prices ; the elas- 
ticity of supply of consumer goods is 0.96; the elasticity of supply 
of investment goods is low in India as compared with other industrial 
countries. 


A rise of one per cent in cost of living leads to a 0.23 per cent 
increase in the wage rate ; real wages have been falling on the aver- 
age over the period 1923- 48. Wages in India are not as sticky as in 
the industrial countries. 


Wholesale prices of farm produce react very strongly to changes 
‘in foreign price levels. 


The explanation offered for some of the above results is not quite 
convincing. It would be particularly difficult to explain the extreme 
values obtained for the marginal propensities to invest and to consume 
out of corporate profits with a lag of half-year. Again, it is hard to 
accept the preponderating importance given to foreign price levels in 
the explanation of wholesale prices of farm produce. A better expla- 
nation may, perhaps, be possible if speculative trading is included 
among the explanatory variables. 


The Short Term Model, on the whole, is fairly realistic. It 
deals with a large number of variables and at the same time retains 
its compactness. But the almost complete omission of the pheno- 
menon of disguised unemployment from explicit consideration—even 
in a short term planning model—is bound to detract from its useful- 
ness. 


Part III contains a lucid exposition of the main features of the 
theory of economic policy. Policy problems with fixed targets are con- 
sidered in detail in Chapter 7. 


No satisfactory criteria for comparing the efficiency of alternate 
economic policies have been offered. The author defines an efficiency 
coefficient but has no illusions as to its limitations. 
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The eighth and last chapter deals with the design of short term 
economic policy. The author rightly recognises that the design of 
targets or instruments requires “a great deal of practical judgement 
and imagination on the part of the policy maker.” But experts can 
help him with a simplified model of the economy which he can use 
for making alternative calculations to get the values of the instrument 
variables. Such a simplified model involving the target and instru- 
ment variables only is called a “decision model.” After analysing a 
decision model Mr. Narasimham arrives at the conclusion that direct 
taxes, combined or separately, are less efficient than indirect taxes as 
an instrument for bringing about given changes in national product, 
national price level or the deficit in balance of payments (which are 
the given targets). It is hard to accept this conclusion in the light 
of the recent advances made in welfare economics. 


Mr. Narasimham has shown great ingenuity in adapting the 
meagre statistics available in India for the purposes of his analysis. 
He has also been able to make many international comparisons of 
considerable interest. 


Mr. Narasimham says in the Introduction that with the improve- 
ments of our statistical knowledge we can select instruments “on 
quantitative instead of qualitative arguments, the changes in the selected 


instruments can be made in a more efficient way and the equilibrium 
can be restored by a more systematic policy.” A Short Term Planning 
Model for India bids fair to be the first step in the path towards this 
“more systematic policy.” 


Bombay J. C. Rao 


Sterling: Its meaning in World Finance. By Jupp Pox. (New 
York: Harper and Brothers, 1956. pp. 303. 27s. 6d. ($3.75). 


The Sterling Area in the post-War World. By Puitie W. BELL, 
(Oxford University Press, 1956. pp. 478. 63s. 


THESE two books written by the Americans once more indicate that 
the problems of the Sterling Area have remained an object of strange 
fascination for the American mind. Writes Mr. Polk in the Preface: 
“ A study of sterling problems from an American point of view should 
help dispel a few of the parochial shadows in a crucial and contro- 
versial area of the Western world’s relations.” The reasons are partly 
academic, partly political and psychological. 


The title of Mr. Polk’s book is rather a misfit. Mr. Polk’s con- 
cern is not so much with Sterling and its meaning in world finance 
as with the Sterling Area as a regional organization. 
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The book starts with a chapter on ‘About this book and its 
Theme’ and is followed by a historical chapter on the past of sterling. 
One wonders why Mr. Polk gives scanty attention to the period 
covered by three or four decades of the present century. Two further 
chapters on the ‘Impact of War on Sterling Arrangements’ and ‘ Post- 
War System of Controls and Crises’ narrate mainly the post-War 
story of hard-luck episodes. If the reader misses anything in these 
two chapters, it is the full convincing account of the development of 
exchange controls. The subsequent chapters survey the components 
of the Sterling Area—the metropole, the idependent members and the 
dependent overseas territories (DOTS). Mr. Polk’s thesis that “the 
historical evidence is that it is exceptional for a country to want to 
leave the Serling Area” (p. 173) remains unelaborated. The chapter 
on ‘ Depression, Dollar Shortage and Discrimination’ presents the fami- 
liar American case against discrimination. The book ends with a 
chapter on ‘ The future of Sterling.’ 


On the whole, Mr. Polk rightly approaches his theme from 
the viewpoint of* the balance of payments problems of the Sterling 
Area. In this connection Mr. Polk seems to have little faith in the 
effectiveness of monetary policies of Great Britain which is so much 
conscious of full employment and social security. Mr. Polk does not 
easily admit the possibility of greater freedom of trade and payment 
which Britain seeks to achieve and fears that the regional charac- 
ter of the Sterling Area will be strengthened. 


Mr. Bell, in a scholarly and commendable manner gives us (i) 
the account of monetary arrangements of most of the member coun- 
tries, their interrelations and their relations with the rest of the world. 
(ii) the working of these arrangements under the impact of changes in 
international trade and finance during the period 1946-51 and finally 
(iii) an appraisal of the sterling area system—the nature of its 
cohesion—that will emerge in the future. 


Mr. Bell too sees little hope regarding the efforts towards multi- 
lateralism. He is in general (and perhaps rightly) pessimistic as to 
the likelihood of the Sterling Area continuing as a cohesive whole in 
the future. The traditional trading ties, while strong, have been 
fostered by controls and preferences (outcome of Imperial Will) and 
recently overseas members have developed new trade connections. 
Banking ties to London seem less significant and little reliance can 
be placed on London as the mainspring of investible funds for the 
requirements of the overseas members. Mr. Bell rightly makes it 
clear that the attainment by coionies of self-governing status and 
their desire as well as need to have freedom in spending their external 
reserves are a disruptive factor and will arouse a lot of uncertainty 
regarding the role of colonies in easing the Area’s balance of pay- 
ments problems. 
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The Americans have persistently made out a case against discri- 
mination practised by the Sterling Area in favour of members and 
against non-members, particularly the United States. These protests 
are according to them both a matter of self-interest and high moral 
duty. These same are recorded in these two books (It may be unfair 
to criticise these books vigorously for their denial of something that 
has come up quite recently, but the arguments that run as follows 
remain undamaged). To Americans, all discriminatory arrangements 
are ‘the works of the devil.” 


But then, that devil is the dollar shortage, whose one leg rests on 
the eastern side of the Atlantic and the second surely on the western. 
Mr. Polk quotes Robertson’s ‘ scientist-cook’ analogy (p. 210) in con- 
nection with the growth of American productivity and the imbalance 
that exists between the U.S. economy (the scientist) and the economy 
of the rest of the world (the cook, the simple fellow). Mr. Polk says 
(p. 212) “Sir Dennis would probably agree that if his simple fellow 
were to have an unexpected flash of wit, it might disrupt the scientist.” 
Sir Dennis would not agree and would conclude that the scientist is 
undisruptible, the simple fellow is helpless, but by no means with- 
out ‘an unexpected’ flash of wit. The burden of effective American 
tariff rates will be one of the arguments. The devil is bound to raise its 
-head. 


It is to be noted that discrimination is a dwindling asset to the 
Sterling Area. For some overseas members, it has not been important, 
several others no longer discriminate against dollar goods. Britain 
does not discriminate in favour of her overseas members or for that 
matter against dollar in her purchases of most of the raw materials 
and foodstuffs. And then there are important limitations on the 
transfer of funds within the Sterling Area itself. The opinion outside 
America is surely one that rejects the view that any solution to 
Sterling Area problems can be found in a closed, club-type system of 
discriminatory arrangements. 


It may be that the dollar shortage is not the fault of America 
but it is surely the rest of the world’s misfortune. (Superimposed upon 
this, is the constant danger of American recession). Sir Donald Mac 
Dougal (whose writings are notably free from any kind of anti-Ame- 
rican bias) in his study ‘The World Dollar Problem’ (Published in 
July 1957), suggests that the mysterious desease, that is, the dollar 
shortage, will continue to plague the world, if full employment is to 
be maintained and that the suggested remedies are not likely to solve 
the basic imbalance between the economy of the U.S. and that of the 
rest of the world. Large-scale liberalisation of commercial policy on the 
part of America is not allowed to affect the dollar earnings of the 
“rest of the world. Nor is the increase in dollar price of gold allowed 





STERLING AREA 187 


to affect the situation. While these two actions seem to be the most 
important, all other measures seem mere chicken-feed. In such a 
situation, with a constant danger of U.S. recession, general non-discri- 
mination, world-wide freedom of trade and Sterling Convertibility are 
not realistic objectives. To quote Robertson : “Since the problem of 
dollar shortage is in some measure bilateral, one of the contributions 
that can fairly be asked for from America towards its handling is a 
more explicitly good-humoured and tolerant—a less theological— 
attitude towards such discrimination as may yet remain.” If the house 
can be kept in order, let the few doors and windows remain closed 
against the noice and draft from outside. 


This is so much for the Sterling Area as seen from outside. The 
books raise, if not settle. other issues. The most important of them 
is the future cohesion of the Sterling Area as seen from inside, the 
issue that Mr. Bell so admirably emphasises. It is true that in the past, 
the mechanism of the Sterling Area was used as an instrument of 
war and an instrument of Britain’s efforts to regain the paradise of 
financial leadership lost by her in War. It may be that so far as 
past is concerned each member is more sinned against than sinning. 


Mr. Bell reviews the changes both forma] and fundamental that 
have taken place in the Sterling Area during recent times and suggests 
that “the present structure is built upon bargaining power and the 
future course of the Area will depend primarily upon shifts in bargain- 
ing strength and upon the utilization of positions of strength by 
Great Britain and individual overseas sterling areas (O.S.A.) members 
or O.S.A. members acting in groups” (p. 399). This is as it should 
be. Britain need not be told about all this; she knows it well and 
knows too the absence, as things are now, of any effective alternative 
to replace the present arrangements. The international scene is gra- 
dually changing and the emergence of Free Trade Area in Europe 
will make one think that “there may be lots of life in the old girl 
yet.” But the underlying forces will be vastly different from those 
that existed in the past. The Sterling Area will survive and perhaps, 
unlike in the past, without creaks and groans. (What about Depen- 
dent Overseas Territories—DOTS? Are they really dots on the 
Sterling Area map ?) 

These books will surely serve as important historical documents 
for those interested in the problems of international trade and finance, 
though they partly give an American version of Sterling. 


Bombay A. N. BHAGAT 
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Productivity and Social Organisation: The Ahmedabad Experiment. 
By A. K. Rice. (London: Tavistock Publications Ltd., 1958. 
pp. xiii + 298). 


Tue book describes the results of an experiment conducted by the 
author at the Calico Mills, Ahmedabad during 1953 and later on the 
basis of a client-consultant agreement between the Mills and him. 
The experiment involved re-organisation of work in an automatic 
weaving shed, in an experimental non-automatic weaving shed and on 
the management side. The re-organisation was made on certain 
principles which became the hypotheses tested by the experiment. 
The basis of re-organisation was the principle that the task to be per- 
formed should itself be a source of satisfaction to the worker. To 
bring this about, work was organised in groups whose functions were 
clearly demarcated as whole tasks, but not unduly differentiated in 
skills, prestige and status ; the differentiation was in a clear hierarchy. 


In all the cases, that of the automatic shed, the non-automatic 
shed and the management, the experiment succeeded. In the auto- 
matic shed, the productivity rose and the wastage went down, though 
there was a relapse for a short interval; in the non-automatic shed, 
the quality of cloth improved and the amount of rejects went down ; 
in management re-organisation, a clear hierarchy was established, 
divisions with clear duties organised, many sales outlets opened, and 
sales went up. The physical criteria of success were such as could be 
charted ; the author does this. 


The experiment raises many issues, only some of which the 
present book explains.or solves. There is no doubt that the Indus- 
trial Revolution was not intended to increase work-satisfaction. The 
process of creation and expansion was too fast to allow the persons 
involved in it to give time to such factors. The machines were 
intended to bring out a certain output, and labour was needed to 
Operate and man them. There was little room here for fostering 
work-satisfaction or group feeling among workers. The Industrial 
Revolution had a greater effect on work operations than on work- 
designations ; a weaver is less of a weaver on an automatic loom 
than on a handloom. The machines were not designed around a 
system of work, but work was divided or allocated according to opera- 
tions without an examination of the role of a group of workers on 
the same machine. The essential basis of the experiment was so to 
divide operations as to give coherence to the work of a group. The 
author’s hypothesis is a step in the direction of humanising the work- 
process, and, now that production results under the Industrial Revo- 
lution are achieved, fits in naturally with modern trends. 


However, it has to be realised that the experiment was made 
possible only as a- means to increase productivity ; in fact, the author 
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often measures the success of the experiment only by the increase in 
productivity—the link between work-satisfaction and rise in produc- 
tivity is often tenuous. There is no direct evidence that work-satis- 
faction increased ; worker participation in discussions is referred to 
in the book as the proof of it. It would have been good to have 
carried out, and appended to the book, case-studies of workers parti- 
cipating in the experiment, recording their attitude to the old and the 
new methods of work. 


One of the sanctions behind the success of the experiment, which 
the author does not mention, is that of group pressure bécause of the 
system of group bonus. When the efficiency of a worker affects only 
his own bonus, his inherent hostility towards, or bias against, mana- 
gement may take the form of inefficient work which to him appears 
to harm the employers; the loss of his own bonus appears to him 
only as a cost incurred in expressing that hostility. On the other hand, 
when a system of group bonus is adopted, as was done under the 
experiment, inefficiency of one harms the other workers also, who may 
resent the loss. Thus the rate of deliberate slackness in a group tends 
to be stabilised at the level of the man with the lowest rate, except 
when the group expressly agrees to a higher rate. The group bonus 
system, therefore, is a means of internal pressure towards higher effi- 
ciency, which would be achieved without any re-organisation of wo:k 
(unless, of course, re-organization is essential to the introduction of 
the group bonus system). The author does not isolate the effect of this 
factor in improving efficiency, and it would not be proper to attribute 
the whole of the improved efficiency to work-re-organization only. For 
example, the Muslims’ attendance for work on a traditional Muslim 
holiday may have owed much to the fact of group pressure or their 
consciousness of it, combined also with their minority status. 


Not the least factor contributing to the success of the experiment 
was the whole-hearted co-operation of management and workers in 
the experiment and the favourable conditions (except for a brief out- 
side agitation against rationalization) under which it was carried out. 
The management’s interest increased productivity, particularly if it 
could be achieved without capital investment (which anyway is made 
impossible in India by the Government's licencing policy) was obvious ; 
but its intcrest went beyond this as evidenced by its willingness to 
pursue the subject, despite initial failures and costs in the form of 
lost production, and by its willingness to subject itself also the same 
process. Calico Mills are a leading group of textile mills in the 
courtry, and the management could easily put resources behind any 
such experiment it wished to encourage, and take failure in its stride. 


The co-operation from workers was equally ‘ungrudging. The 
workers came forward willingly as volunteers initially, offered sug- 
gestions when things went wrong, and withstood a lot of insults dur- 





140 THE INDIAN ECONOMIC JOURNAL 


ing the agitation against rationalisation. The workers’ union, the 
Textile Labour Association, is a progressive union carried on certain 
principles, and it acquiesced in the carrying out of the experiment. 


It is important to note that the experiment was carried out with- 
out an adverse effect on any person’s remuneration or employment— 
it is a perfect situation in which everyone involved, management, 
supervisors and workers, all came out better off. The work re-orga- 
nisation involved higher pay for each basic grade, the increase in 
productivity enabled the workers to earn still more, and the opening 
of third shift later meant promotions for quite a large number of 
workers. It is doubtful if the experiment would have succeeded if it 
had involved loss in wages or jobs for some. In fact, the experience 
of the cotton textile industry in England in trying ont redeployment 
has not been as happy, possibly owing to the fact that redeplyment 
has to be carried out in England against a background of a shrinking 
industry. 


Calico Mills are a leading group of textile mills where resources, 
human and material, have not been a factor inhibiting work-organisa- 
tion. The state of the rest of the textile industry, both in factory and 
management equipment is not satisfactory as evidenced by reports of 
various commissions. The scope for improvement is large. The fact 
that re-organisation of the type undertaken at Calico Mills does not 
require capital investment should favour its being carried out else- 
where. The Government’s policy restricting loomage also should turn 
the industry towards such means to achieve increased output. 


The experiment was essentially a piece of imposed re-organisa- 
tion. Work-satisfaction is not recognised as an end in itself, and 
processes increasing work-satisfaction at the cost of production are not 
likely to be adopted by managements. Trade unions’ own interest in 
productivity and work-satisfaction of workers should be as great as 
managements’. However, even in advanced countries, trade unions 
have shown less than the necessary enthusiasm for initiating such re- 
organisation. Whether worker participation in management will 
change their attitude remains to be seen. 


The book is lucid in presentation; one is able to follow each 
experiment step by step. Not all#the difficulties, including those of 
communication, inherent in such an experiment, come alive, and there 
are some facile interpretations of attitudes, both workers’ and mana- 
gement’s ; however, these are minor blemishes in a work which deserves 
to be emulated in approach and method. 


Calcutta PHIROZE B. MEDHORA 
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Time in Economics, By G. L. S. SHACKLE. (Amsterdam: North 
Holland Publishing Company, 1958. Pages 111. Price not stated). 


PROFESSOR SHACKLE’s latest book, consisting of three chapters and an 
appendix incorporating four lectures delivered in Amsterdam in 1957, 
is a refreshing attempt at restatement of his thesis about the rdle of 
expectations and uncertainty in economic behaviour. The title of the 
book is somewhat misleading. It does not go into the Marshallian 
type of time-classification, indicating the importance of the length of 
the time-dimension in determining the nature and value of economic 
variables. Nor does it enter into an analysis of economic dynamics 
in the commonly understood sense of the term. His discussion is 
in a logical sense more “essential.” He begins by pointing out that 
the notion of time as a mere “space” is entirely wrong and that it is 
impossible for any individual to experience more than one time- 
actuality simultaneously. Every moment of his experience is thus 
“solitary,” while it remains true that the process of time means the 
rolling of one solitary moment into another. 


The solitary moment, the moment-in-being, comprises within 
itself both the past and the future, the former because man is endowed 
with memory and the latter because man can anticipate. Memory and 
expectation are not a linear summation of different actualities, but 
simply projections backward and forward from the moment-in-being, 
and they “subsist wholly within the moment-in-being.” Memory 
makes the moment-in-being different from what it would have been 
if every moment had represented a new birth: to a man with no 
memory at all, there is no difference between a pain suffered for two 
hours and a pain suffered for two seconds. Expectations similarly 
affect the decisions that are made at the moment-in-being. 


Memory not only affects sensation at the moment-in-being, but also 
shapes the nature of expectations. The problem of human behaviour 
would have been simple, if there had been a unique relation between 
a particular experience, or set of experiences, on the one hand and 
expectations on the other. There is in fact no such unique relation 
and, on the contravy, there are elements of uncertainty in all expec- 
tations. To the individual making a decision from among the alter- 
natives derived from uncertain expectations, there is therefore the 
essential problem of balancing the pleasure from the pleasurable anti- 
cipations and the pains from the anticipations of the opposite type. 


Once the reader is brought to this stage, he can easily be intro- 
duced to the problems in which the uncertainties are of a non-nume- 
rical nature, not describable by probability theorems, and then to the 
well-known Shackle concepts of focus gains and focus losses, of 
potential surprise and of the attention-arresting power of alternative 
hypotheses. Shackle not only explains these concepts once again, but 
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also brings together some of the arguments against the criticism that 
has often been levelled against his own position. This criticism 
relates to his method of determining focus values from the degree of 
potential surprise and the attention-arresting power of the alternative 
hypotheses. Such determination, it has been argued, is-possible only 
when each of the variables is uniquely cardinal, and it has been held 
that there would be difficulties, if each was cardinal only upto a 
linear transformation, as in the case of a temperature scale. 


Shackle quotes with appreciation K. R. Popper’s demonstration 
of the invalidity of this criticism. Popper’s solution consists in 
naming or numbering different positions in the scale for each variable, 
and then, with a particular combination of numbers or names of the 
different variabies as given, in discovering other combinations which 
are indifferent to the chooser. Once a whole indifference map has 
been constructed or conceived in this manner, all combinations would 
become comparable. Shackle however shows that while Popper's 
demonsiration has “the simplicity of genius,” it may be possible to 
give other arguments also in support of his own position. There is, 
for example, Gorman’s argument (in an unpublished paper) that a 
change -in the scale of one or more of the variables will bring about 
a change in the form of the functions connecting them. And Shackle’s 
own argument is that the scales of the variables introduced in his 
system are “essentially linked cardinalities,” the scales for measur- 


ing potential surprise and the attention-arresting power being both 
derived from the same kind of feeling. 


The above is a rough attempt to show the nature of the stimulat- 
ing discussion that Shackle gives in this book of a little over 100 
pages, which include 20 pages of summary and appendix. Scattered 
all over the general discussion are attention-arresting pieces of brief 
analys’s of many of the relatively hazy problems of economics. There 
is, for example, the provocative argument that while time-preference 
involves an undervaluation of the future because the picture of the 
future is less vivid than that of the present, it is likely on the other 
side that the sum-total of the pleasurable anticipations about the future 
may be a counterbalancing factor. We can speak of the “ sum-total ” 
because “Sunday’s picnic or concert can be anticipated with enjoy- 
ment on Saturday, and on Friday not only the event itself but Satur- 
day’s anticipation of it can be enjoyed in anticipation—and so on in- 
definitely, so that in a rather complex manner, the total intensity of 
an anticipational experience may conceivably be an increasing function 
of the length of time expected to elapse between the moment-in-being 
and the date of the anticipated event, at any rate over some range of 
such intervals.” There will be some length of time for which the 
Béhm-Bawerk discount of the future will be more than counterbalanced 
by the sum total of pleasurable primary anticipation and the secondary, 
tertiary anticipations of anticipations, while it is likely that 
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beyond a certain interval of time, the former would dominate and 
“things would be related in the manner described by the time- 
preference theory of interest.” 


Similarly, there are interesting discussions on the momentum of 
investment schemes which are already in progress, on the Kahn-Keynes 
Multiplier, with special emphasis on the failure of Keynes to introduce 
ex-ante categories in a logical system essentially dependent on uncer- 
tainty, and, as would be apparent from the preceding paragraph, on 
the rate of interest. The treatment is throughout exploratory, and if 
arguments are sometimes left hanging in the air, this is mostly due to 
the fact that available logical tools cannot carry them any further. 
The whole thing is rounded up in an appendix on the limitations of 
economic theory, which is, in large part, an examination of the defi- 
ciencies of the Walras-Pareto general equilibrium analysis and the 
concept of static equilibrium. Shackle indicates very pointedly the 
barrenness that has often resulted from the sacrifice of “human 
reference” in economic theories. The Quantity Theory is mentioned 
as a case in point and it is shown that a theory of money cannot be 
illuminating unless it takes into account “human nature, human 
conduct and human decisions.” In this sense, the Cambridge equa- 
tion was an advance on Irving Fisher, because “by merely turning 
velocity upside down, it allowed us to treat it as something governed 
by men’s decisions and desires,” but it is in the liquility-preference 
concept that one gets a really thorough theory. Money is not simply 
a store of value, but a store of “strategic power,” of “freedom” or 
of “unused power to decide.” Keynes’ greatest contribution, accord- 
ing to Shackle, was his analysis of the relation between uncertainty 
and liquidity-preference, developed somewhat obscurely in the General 
Theory, and very clearly in the famous 1937 article in the Quarterly 
Journal of Economics. 


This brings one to the question of the relation between the human 
reference and psychic content of a theory and its elegance, which 
consists in the dramatic cutting of a tangle of difficulties, so that a 
large area of the economic world is made amenable to one and the 
same analysis. The best example of an elegant theory is that of 
perfect competition, with its demonstration that the pursuit of self- 
interest by each contributes to the common good and its solution of 
the adding-up problem under a linear homogenous production func- 
tion. But here one at once comes across the divergence between 
elegance and realism, between what satisfies the analyst intellectually 
and aesthetically and what would satisfy the observer of the real world. 
There have similarly been highly elegant theories of the trade cycle— 
Hicks’ for example—in which “ elegance is at its highest and psychic 
content at its lowest.” Hicks, according to Shackle, has not only 
“constructed a machine in which human judgement and decision play 
no part,” but the “inhumanism is essential to the working of the 
machine.” 
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All this is pertinent to a large part of the developments that are 
taking place in economics today in the name of econometric model- 
building. The elegance that is being achieved in the study of the 
problems of fluctuation and growth is undoubtedly a positive gain, but 
it is sometimes assumed that everything has been done when a neat, 
rounded, self-complete mechanics has been developed and described. 
Shackle’s concluding paragraphs on predictability of the economic world 
deserve to be read by all practising economists. Prediction implies 
not only forecasting all future innovations, but also a foreknowledge 
of all decisions. This would either imply a contradiction in terms, or 
the use of the term decision in a purely empty sense. If decision means 
the “germination of essential novelty,” it destroys the logical possi- 
bility of prediction. And there is also the problem, emphasized by 
Popper, that unless the predictor is completely separated from the 
world he predicts about, the fact of prediction may affect its realisabi- 
lity. 


This may appear as an overstatement to those who can at least fall 
back on the law of large numbers in order to predict about human 
behaviour. But such prediction for the human body collectively is 
only possible in the case of the relatively mechanical aspects of beha- 
viour and not in the case of those actions in which volition plays an 
important part. It is possible to predict with some measure of 
accuracy what will be the rate of growth of population in a country 
ten years from now. But it is impossible to predict, even for large 
numbers, whether a recently introduced consumer good will continue 
to be purchased five years hence, or whether a particular line of deve- 
lopment investment will be successful, or whether people will prefer 
securities at 5 per cent to cash even six months from now. Economic 
life in the total depends on many such elements and what Shackle’s 
penetrating analysis leads to is not the need for abandoning elegance 
in economic theory but to the need for developing a certain degree of 
becoming modesty. 


Calcutta BHABATOSH DATTA 


The Dublas of Gujarat. By P. G. Suan. (Delhi: Bharatiya Adimjati 
Sevak Sangh, 1958. pp. xix.+333, Rs. 15/-). 


THIS monographic study is the first of the series of publications under- 
taken by Shri P. G. Shah under the auspices of the Tribal Research 
Unit of the Gujarat Research Society, while four more monographs on 
several other tribes of Gujarat are under preparation. It presents an 
integrated account of the various aspects of life among Dublas—a 
‘serf’ tribe concentrated mainly in the Western coast of India. The 
book is a picturesque and an interesting story of the tribal folk who 
while maintaining close contact with the Civilized World, yet preserve 
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their traditional individuality and distinctness, which is specially note- 
worthy. In a developing economy like ours, pledged to the criteria of 
a welfare State aiming at guaranteeing socio-economic equality to all 
the citizens, with added emphasis on the welfare of the scheduled 
castes and tribes, efforts made by individuals or institutions whether 
they be purely informative or aid-rendering receive warm welcome. 


A statistical analysis reveals that the total strength of the dublas 
during the last census was 202,218 of which as many as 182,173 
(90.2%) were settled in the district of Surat (as a result of which 
the district had 33°, of tribals among its total population); Thana 
district came next in order with 13,079 (6.5%) while 6,666 (3.03%) 
were settled in Broach District. The position may be better judged 
in the context of the entire tribal population of our country whose 
aggregate strength is 19,116,498, while the Dublas form barely 1.05%. 
As they are mainly concentrated in the State of Bombay, the latter 
shows a° relatively higher percentage viz. 6.01 than the former. The 
account of Tribal characteristics appears to be vivid and highly in- 
teresting. The term Dubla signifies a set of weaklings, down-trodden 
by economic want and agricultural serfdom. This group of people 
‘seem to have neither the capacity nor the tendency to live inde- 
pendently as a self-sufficient autonomous body,’ and yet as is revealed 
by the results of the comparative study of mean values and reduced 


co-efficient of Racial likeness they show a tendency to behave as an 
isolated and foreign element in the population of Gujarat. These re- 
sults are obtained from the Anthropometric measurements on about 
25 ethnic groups. 


They are usually employed as landless labourers, and even if they 
were landholders in the distant past they have lost that position now. 


Socially they are superior to untouchables but economically they 
were ‘serfs’ till 1949—the year which officially marks the period of 
their liberation. Their conditions are aptly described by the 1859 
Gazetteer, being termed as “wretched in the extreme.” The chief 
reason for their serfdom may be ascribed to their being staunch 
addicts to drink—whereby, the periods of indulgence in idleness are 
not infrequent. According to the author, it was “by a slow process 
of economic exploitation,” that “the resourceless Dubla was 
driven to the position of a Hali (Landless labourer) he remained at- 
tached to his land-owner—the master Dhaniama and to the field and 
his hut The complete economic dependence in its trail social 
slavery and poverty, the avarice and the selfishness of the moneylender 
remained uncontrolled till Mahatma Gandhi and his band of social 
workers brought new light and strength to the Dublas in 1923.” 


Other noteworthy sociological traits of the Dubla Tribe relate to 
the folk-songs and dances which are distinct and unique features of 
these tribals. 
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Furhermore, the prevalence of an ancient custom of Khandho- 
dia wherein it has been made obligatory on the part of the son-in-law 
who has been unable to pay the expected bride-price to serve his 
father-in-law and work for him, seems to be peculiar of the Dubla 
Community. 


The author’s survey of 156 families comprising of 807 members 
reveals that the average size of an urban family was 4.2 in contrast to 
5.4 in rural areas—the combined average being 5.2 which does not show 
deviations from normal. The author therefore opines that “the Dublas 
cannot be said to suffer either from non-fertility or over-population as 
compared with the general population.” 


The occupational pattern has been presented under an eight-fold 
classification. As agricultural occupations predominate among the 
author’s surveyed families, the first four groups came under this cate- 
gory and ranged from the goup of land-owners at the apex to the 
landless labourers at the base with tenants and Hali labourers 
occupying intermediate position. The remaining four categories main- 
ly represent non-farm occupations which broadly cover the group of 
(i) non-farm-labourers (employed in digging, construction of roads, etc.) 
(ii) artisans (mainly carpenters, blacksmiths and masons), (iii) factory 
employees and (iv) other (group of semi-literates like peons, clerks, 
post-men, teachers, etc.). 


Family Budgets and Indebtedness : Judging by the average income 
and expenditure figures one is led to the belief that they can afford 
to have a margin for effecting savings. But when we turn to the long 
overdue arrears of outstanding debts, then alone can we understand 
the cause for the loss of joi-de-vivre—decay of the will to live- 
resulting from rapid changes,” although the author seems to suggest 
that this is over-empasized in India. Such heavy indebtedness on their 
part mainly results from their heavy expenditure on marriage and other 
ceremonies as well as_ their uncontrolled drinking habits. 
Variations in average debt per family are from an average of 
Rs. 151.47 in the case of urban to that of an average of 
Rs. 89.62 in the case of rural family, while the combined average 
works out to Rs. 101.16. The author dwells at length on the evils of 
drunkenness and has devoted one full chapter to this aspect. His 
survey results, however, indicate that this habit is becoming less per- 
ilous at present and they spend comparatively small amounts on this 
item. 


The data for average income reveals very low figures but a com- 
parison of the different occupational groups inter se reveals that the 
factory workers rank on the top with an average annual income of 
Rs. 920.3, followed by the category of ‘ others’ who are semi-literate 
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and earn on an average Rs. 819.6 per annum. The third and the 
fourth positions are occupied by the artisans and non-agricultural 
labourers with their respective average of Rs. 523 and Rs. 433 per 
annum. Hali labourers constitute the fifth and only other note-worthy 
occupational group with an average income of Rs. 411.7 per annum— 
earning partly from the principal and partly from the subsidiary occupa- 
tion. The remaining 3 groups with meagre income rank in the cate- 
gory of below subsistence type. 


As regards the women-folk, the survey results indicated that 
among the four occupational groups, viz. casual agricultural labourer, 
Hali-labourer, Non-farm-labourer and Artisans—50% of the women 
were engaged in Visidi, or house-cleaning as maid servant agri- 
cultural labourers, Begaris or manual labourers Factory Work- 
ers, etc. Furthermore, as many as 40.7% were unemployed either 
due to household work or lack of suitable jobs. 


Among the children of the surveyed families only 8.1% of their 
total strength were gainfully employed, being engaged as shephered 
boys or house-servants or manual labourers in the fields. The aver- 
age figures for dependents in each family worked out to 2.7 persons. 


The average annual expenditure of a family comprising of 4.6 
persons came to Rs. 465.4. 


Education: Literacy figure as is to be expected is lower than 
that for the general population, being 14.92% as against 25.8% and 
24.55% for literates of Gujarat Region and Bombay State respect- 
ively. The group of land-owners had the highest percentage of liter- 
acy, 44.44%, while among the Hali labourers it was 5.72%. 
This offers a sharp constrast between the high and the low-income 
groups. Female education was not given much importance, whereby 
it accounts for a still lower percentage. 


Crime: The Dublas are not free from criminal activities and 
are also sinned against. On both sides cases of murder, assault, thefts, 
etc. have been recorded by the police. 


Health : Being on the verge of extreme poverty, their health stand- 
ards are very poor. Furthermore, it has been observed that a large 
majority of them especially in Bardoli Taluka were suffering from lep- 
rosy, while on an average this disease is spread to approximately 2% 
of the entire community either due to their housing conditions or from 
contract with other diseased persons. 


After an exhaustive treatment of the various aspects the author 
has pleaded for the adoption of the following remedies for effecting 
improvement in their standard of living. In the case of agricultural 
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labourers, who represent the largest single unorganized sector for the 
fixation of wages or provision for subsidiary occupations; arrange- 
ment for shifting the ‘surplus labour’ to other places and newer occu- 
pations ; securing a minimum of arable land either through Govern- 
mental efforts or Bhoodan movement; writing off debts of 3 years 
standing ; and the need for the development of co-operative movement 
among them for solving a large number of problems—all of which 
account for their socio-economic backwardness, 


The book, therefore, will become popular among all the groups 
as well as the general reader as a valuable source of information on 
this distinctive group of tribals of Gujarat. 





Bombay B. V. PANDYA 














NOTES 
Rising Prices and Union Budget 


In the last few years, India has witnessed large price rises inspite of 
vigorous Government efforts to stabilize the price level. With a big 
public investment programme aimed at accelerating the rate of eco- 
nomic growth, a further price increase cannot be ruled out. These 
price changes have raised in a sharp form, and are likely to do more 
so in future, the problem of compensatory allowances to Govern- 
ment servants of various categories. The grant of these allowance will, 
in the ultimate analysis, be a matter of group justice and of a proper 
national salary policy in the interests of efficiency. In view of the 
well-known resistance to new taxes or tax increases, it will, however, 
greatly facilitate matters if a rising price level leads to a greater in- 
crease in Government revenue than in expenditure on current account, 
and vice versa. 


The purpose of this note is to analytically ascertain the probable 
repercussions of a rising price level on the Central Government’s cur- 
rent revenue and expenditure accounts. Of necessity, the analysis will 
have to proceed under very rigorous assumptions, which we can only 
gradually relax at a few points. We shall assume that the structure of 
taxes and pattern of expenditure remain constant. We shall also pre- 
sume that the part of the monetary expansion, which leads to a price 
rise, is functionless with no effects on real income or employment. To 
start with, we shall also assume that all factor payments have increas- 
ed by the same percentage as price level,’ that the real income of the 
various income groups remains constant, and that, therefore, the con- 
sumption or investment pattern does not change. The relative prices 
of various goods and services will, therefore, remain the same. 


Ordinarily, the budget is utilised as an instrument of controlling 
the price level for purposes of maintaining full employment and off- 
setting inflationary or deflationary tendencies. However, in the pre- 
sent context, we take the-expenditure rates as invariant. Instead 
of trying to find out the effects of alternative budgetary policies on 
the price level, (their effectiveness in stabilizing economic activity) we 
shall try to gauge the consequences of a destabilized economy on the 
budget. 


The question, therefore, is : How will a price rise affect Union 
Government revenues and expenditure on current account on these 





Obviously, this will not hold true of public servants whose wages or 
salaries will not change with prices. 
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admittedly simplified assumptions ? To quantify our answer, we may 
assume a 10 per cent rise in the price level. From the viewpoint of 
the impact of prices on revenues, it may be better to consider them 
under three heads: (a) direct taxes, (b) indirect taxes and (c) profits 
from Government owned enterprises. 


(a) Direct Taxes :—The effect of a changing price level on the 
yield from a tax depends upon (a) the basis of the tax, (b) the rate 
of the tax and (c) the time-lag with which the basis responds to changes 
in national money income. The basis of direct taxes is generally 
income or property which rises rapidly with change in money income. 
Since often the rates are progressive, and determined on money in- 
comes, an increase in national money incomes brings about a more 
than proportionate increase in direct tax yield. Further, a changing 
price level impinges different income groups differently. Wage earners 
do not experience a proportionate increase in their money wages when 
the price level goes up. Businessmen get a larger share of the increase 
in money incomes than the salariat. Consequent to this, the real in- 
come of the upper groups increases with a beneficial effect on the 
revenue from direct taxes. 


(b) Indirect Taxes :—Since we have assumed that the money ex- 
penditure on commodities increases exactly as the general price rise, 
ad valorem commodity taxes will bring proportionately more revenue. 
In case of specific commodity taxes, however, since real consumption 
does not increase, the yield will remain constant. Unless, therefore, as 
a result of price rise the consumption of high-taxed commodities in- 
creases at the cost of low-taxed ones, the yield from these taxes will 
increase less than the price rise. 


(c) Government Enterprises :—Changes in contributions from 
Government enterprises will depend upon the specific relationships be- 
tween the general revenue budget and the budgets of these enterprises. 
If the latter are a part of the former, changes in their profits, which 
will depend on the disparate behaviour of their revenue and expend- 
iture, will be fully reflected in the general budget. On the other hand, 
if the enterprises have to contribute to the general revenue fixed sums, 
or sums not related to their gross turnover, expenditure or profits. 
price changes will have no effect on them. 


Let us now try to quantify the effects of a 10 per cent rise in 
the price level on the receipts of the Government. For this purpose 
we shall utilise the 1957-58 budget figures of the Government of 
India shown in table 1?. 


* The figures are taken from the Explanatory Memorandum on the 
Budget of the Central Government for 1958-59 (pp. 4-5). We did not 
make use of the later figures, as the corresponding Economic Classification 
was not available. 




























NOTES 


TaBLeE I 


Estimated Increase in Central Government Revenue due to 
a 10 per cent. price level rise 


(in crores of rupees) 


1957-58 yield 19 per cent. 





Item Budget price 

Estimates rise 
1: Taxes on Income 155-90 181-47 
2. Corporation Tax 50-50 56-56 
3. Import Duties 133-70 133-70 
4. Export Duties 33-90 35-60 
5. Excise Duties 259-57 259-57 
6. Estate Duties 2-52 2-98 
7. Taxes on Wealth 12-50 12-81 
8. Opium 2-50 2-63 
9. Interest 4-90 4-90 
10. Civil Administration 43-21 43-21 
11. Currency and Mint 36-02 36-02 
12. Civil Works 2-95 2-95 
13. Other sources 27-65 27-65 
14. Government Enterprises 10-62 10-62 
15. Taxes on Railway fares and frieght 7-00 7-00 
Total : 783-44 817-62 


Deduct—Share of Income Tax 








payable to states 65-98 76-80 
Deduct—Share of Estate Duty 
payable to States 2-43 2-83 
Deduct—Share of Taxes on Railway Fares 
payable to States 7-00 7-00 
708-03 730-99 








The above-mentioned table gives the approximate increment in 
revenue that would accrue to the treasury due to a 10 per cent rise 
in the price level. Some explanation as to the method of calculation 
is called for. 


(i) Taxes on Income :—The yield from this tax largely collected 
from individuals was estimated at Rs. 155.9 crores. Considering the 
nature of the tax, a 10 per cent. price rise is bound to increase the 
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yield by 10 per cent at least, ic. by Rs. 15.6 crores. The Indian in- 
come-tax rates are steeply progressive, so that the rise in yield would 
have been let us say + X more. Further, if as is the general expe- 
rience, price rise tends to favour upper income-groups, the tax pro- 
ceeds will record a further increase, + Y. The value of the last two 
can only be ascertained on the basis of tax-flexibility studies. In a 
recent study undertaken by the Department of Economics of the 
Bombay University, the sensitivity index of the income-tax between 
1948-49 and 1954-55 has been calculated at 1.64 on the basis of 1948-49 
income-tax rates. The empirically observed distribution change con- 
sequent on changing prices in this particular case was against the 
assumed trend, i.e. in favour of lower income groups. On the basis 
of this calculation, a 10 per cent increase in national money income 
would have led to a 16.4 per cent increase in income-tax proceeds. 


(ii) Taxes on Companies :—Taxes on companies are proportional, 
the only progressive element being the exemption limit fixed in money 
terms. Company incomes are, however, known to be more volatile 
than aggregate national income. Yield from company taxes will, 
therefore, fluctuate more than price changes. The above-mentioned 
study indicated a tax flexibility of 1.2. On this basis, company tax- 
ation would have yielded 6.06 crores more with a 10 per cent rise. 


(iii) Jmport Duties :—The proceeds from import duties will only 
change if the valuation of these goods for tax purposes changes, to the 
extent the import duties are ad valorem. There is, however, no reason 
why world prices of imported products should change in response to 
Indian price level. Insofar as, for calculating duties, landed costs are 
taken into account, import duties would not bring in more revenue 
than before. In this calculation it is assumed that imports would 
not increase or not be allowed to do so inspite of their relatively 
cheaper costs. 


(iv) Export Duties :—With reference to exports, the situation is 
very different, as their supply price will rise with the increase in 
domestic price level. Since foreign money incomes have not risen, 
however, the demand for our export goods may fall. This is often 
said to be inelastic. One knows this is only true of price falls but 
one is not sure how far this holds good of price rises. The proceeds 
will, therefore, rise much less than the price rise. We may take the 
increase at 5 per cent. 


(v) Excise Duties:—Our excise duties are predominantly 
specific. A rise in the price of commodities on which they are levied 
has no effect on their yield. Strictly speaking, this would only be 
true if the demand for commodities subject to Central Excises is in- 
elastic, or the normal excise rate is small. Otherwise, the relative dec- 
line in the prices of such commodities must lead to their greater con- 
sumption and higher revenues. 
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(vi) Estate Duties :—Normally, the market value of property in- 
creases faster than price rise. The rates are progressive. The precise 
yield of estate duties in a particular year, however, largely depends on 
the number of rich men whose estates fall to be assessed in that period. 
Ignoring this chance factor, estate duties will respond favourably to 
price increases. Since estate duties in India are recent, it is not 
possible to calculate their flexibility in the past. We have taken this 
flexibility to be as high as that of income-tax. 


(vii) Taxes on Wealth :—Most of the proceeds from this tax are 
derived from taxation of company wealth. The capital of a company 
is assessed at its book value and a proportional rate is levied on this 
basis. A change in prices will have no effect on this revenue. The tax 
on wealth of individuals is, however, assessed at market prices and at 
progressive rates. The total proceeds from this tax may go up by 24 
per cent.- 


(viii) Opium :—The proceeds from opium tax are of a special 
type and depend upon the Government contracts to provide opium 
abroad. A 5 per cent increase is presumed in them. 


(ix)-(xiii) Interest etc. :—These miscellaneous sources of income 
are assumed not to show any significant change in times of rising 
prices. 


(xiv) Government Enterprises :—The revenue from this source 
is derived from Railways (6.67 crores) and Posts and Telegraphs (3.95 
crores). The contribution from railways to the general fund is now 
fixed as a percentage on capital invested. The entire net income of 
posts and telegraphs is credited to general revenue account. Since, 
however, the rates of many of these services are fixed specifically and 
an important proportion of its expenditure is on non-wage items which 
goes up with price rise, in absence of a change in the scale of opera- 
tion increased profits are not likely. Constant income from this reve- 
nue is therefore, assumed. 


(xv) Taxes on Railway Fares and Freights :—Since these taxes 
are levied as a percentage of passenger fares, in absence of increase in 
fares there would be no rise in proceeds from this source. 


It is assumed that the payments to States as shares of various taxes 
will change in the same proportion as he proceeds therefrom. 


On the whole, it would be a fair estimate to say that 10 per cent 
increase in prices will at least lead to a 3.2 per cent increase in revenue. 
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What about expenditure? The following table gives a brief 
analysis of the expenditure pattern of the Union Government in 1957- 
58:— 


TABLE II 


Expenditure Pattern of the Union Government 


(in crores of rupees) 








Heads of Expenditure 1957-58 Budget Percentage 

Estimates to Total 
1. Direct Demand on Revenue 46-00 6-84 
2. Irrigation -10 0-02 
8. Debt Services 85-00 5-21 
4. Civil Administration 191-02 28-41 
5. Currency and Mint 6-72 1-00 
6. Civil Works 15-98 2-387 
7. Miscellaneous 75°78 11-26 
8. Defence (net) 252-70 87-59 
9. Contributions and Grants-in-aid 25-238 8-75 
10. Extraordinary items 23-86 3-55 
Total: 672-29 100-00 








Of the current expenditure account of the Government amounting 
to Rs. 678.4 crores, wages and salaries formed 190.4 crores (28.1%), 
goods and services accounted for 231.2 crores (34.1%) and transfer 
payments were to the tune of 256.8 crores (37.8%).° For all practical 
purposes we can take the first and third items as insensitive to price 
variations. It is quite likely that because of its manifold powers the 
Government may be able to obtain materials at cheaper rates than the 
public in times of rising prices. The expenses on imported goods will 
certainly increase less. We may assume a 74% increase under this 
head. The total expenditure will increase by 17.34 crores or 2.6 per 
cent. Since the revenue increase is estimated to amount to 22.96 crores, 
it will leave a margin of 5.62 crores, which can be used for giving 
compensatory allowance to public servants employed directly by Gov- 
ernment without reducing the current surplus. This would 
imply that only 30 per cent of the increase in cost of living 


*An Economic classification of the Central Government Budget for 
1957-58, Ministry of Finance, Government of India. There is a slight 
discrepancy between the total expenditure on revenue account in this publi- 
cation and in the budget Memorandum statement probably due to defini- 
tional differences. 
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can be given as dearness allowance without changing the tax rates or 
the expenditure pattern. Since the employees of Government com- 
mercial enterprises will have to be more or less similarly treated, this 
presumes some flexibility in their gross proceeds and rates to main- 
tain their contribution to the general revenues. Of course, both spe- 
cific excise duties and import duties could be raised upwards, the 
former by 10% and the latter enough to cover the gap between world 
and Indian prices in which case even the full compensatory allowance 
would be possible. 


D. T. LAKDAWALA 
Bombay M. V. KHAMBADKONE 


The Giri Approach in Industrial Relations 


THe Giri approach to the settlement of industrial disputes favours 
mutual negotiations between workers and employers. Generally 
speaking, the negotiations, in any individual case, will take place bet- 
ween the trade union leaders representing the workers and the mana- 
gement representing the employers. The emphasis is on voluntary 
efforts initiated and agreed upon by both the parties. I shall quote 
Mr. Giri’s statements mainly from his lecture entitled ‘Trade 
Unionism in India and Industrial Relations’ (Printed in Jndustrial 
Relations (Scindia Lecture Series) by V. V. Giri, N. M. Tripathi, 
Bombay 1955)."| He maitains that “......... there should be a bipartite 
machinery in every industry and every unit of the industry to settle 
differences from time to time with the active @ncouragement of 
Government.” (Emphasis supplied). Industrial peace should be 
secured without outside interference. The process by which it is to 
be secured may be called collective bargaining, and the various stages 
which may be gone through in this process have been suggested by 
Mr. Giri in the following order: 


First: The party desiring a change in the existing conditions 
should serve a notice of change on the opposite party. Industrial 
dispute will arise in case an unacceptable change has been effected by 
either party or if a desired change is not effected. If a dispute arises 
or is likely to arise, either party may serve notice requiring the other 
party to enter into negotiations. 


‘Mr. Giri’s exposition of his approach is more elaborate and systematic 
in this than in his recent text-book : Labour Problems in Indian Industry 
(Asia Publishing House, Bombay, 1958). 

? Industrial Relations, p. 12. Thus the acttve encouragement of Gov- 
ernment is not completely ruled out. 
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Second: If the dispute is not resolved even at the end of the 
negotiations lasting over an agreed period, a.Conciliation Board of 
mutually agreed composition will try to settle it. An agreement 
reached thereafter should be registered and enforced. “An agree- 
ment arrived at after negotiation,” observes Mr. Giri, “ will always be 
more conscientiously observed and regarded as more binding by both 
parties than any statutory regulation, for the enforcement of which a 
cumbersome legal procedure has to be adopted. Collective agreements 
are the results of give and take...... Both sides acknowledge the agree- 
ment, signed mostly after detailed negotiations, as the best possible 
under the prevailing circumstances at the time of concluding it.”° 
If agreement is not reached, the Board will prepare and submit to the 
appropriate government a detailed report setting out the case of each 
party and the reasons behind the failure to reach an agreement. The 
report should be published. “I am always of the view that if this 
procedure is accepted, public opinion will influence the parties to 
come to a final decision, either accepting the award of the Concilia- 
tion Board or agree to some modifications which may lead to a settle- 
ment of the dispute.”* Finally, “in case the Conciliation Board fails, 
the parties may agree voluntarily to place their case before an arbi- 
trator and the decision of such an arbitrator should be final and 
binding on the parties.”’ (emphasis supplied). 


I may point out at this stage that the element of compulsion is 
not ruled out. The compulsion is in respect of the decision of an 
arbitrator. The character of this compulsion, however, is materially 
different from that provided by the legally enforceable compulsory 
adjudication. Firstly, the arbitrator is appointed directly by the 
disputants. Secondly, the arbitrator is not required to be excessively 
legalistic in his efforts. Presumably, he will have a greater area of 
freedom of action and compromise and will surely command more 
confidence of the parties concerned than an adjudicator appointed 
under the law. Finally, we must note that the parties need not agree 
on the appointment of an arbitrator even after conciliation fails. They 
may instead prefer to have a trial of strength either by means of a 
strike or a lock-out. Further, the force behind the acceptance of an 
arbitrator’s award is provided not by any written law but by good 
faith. It is essentially a moral force, and its success will greatly 
depend upon the tradition of collective relations developed and the 
conventions built up in the past. Of course, even conventions and 
traditions may be violated in a manner in which law cannot be broken. 
Technically, therefore, even the author of the Giri approach cannot 
guarantee its complete success. Indeed Mr. Giri does not rule out 
emergencies when compulsory arbitration may have to step in and 


* Labour Problems in Indian Industry, p. 96. 
* Industrial Relations, p. 15. 
5 Ibid. 
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he concedes the need of arming the Government with suitable powers 
in advance. He states......... “TI am open to conviction whether it is 
not better to err on the side of caution and arm the State with reserve 
powers for dealing with such an emergency, instead of waiting for 
an emergency to arise,” though he qualifies this by adding that 
sihieaiead there should be no misconception that a strike or lock-out or 
a mere clamour or pressure would be sufficient for such an emergency 
and to take the wheels of compulsory arbitration move. Emergency 
powers, in other words, are not to be used, unless a situation arises 
which would cause prolonged and widespread hardship to the com- 
munity or threaten some other grave irremediable consequences.”* 

The basic approach, therefore, is that “internal settlement” is 
to be preferred to compulsion from outside and that collective 
bargaining and voluntary arbitration should be preferred to compul- 
sory arbitration ; and since ‘internal settlement’ cannot have its full 
scope so long as compulsory arbitration looms in the background,” 
“we should go back to 1929 and utilise the Trade Disputes Act with 
substantial modifications so that both sides in the industry can be 
helped to evolve measures which will strengthen voluntary concilia- 
tion machinery as opposed to compulsion.”’ 


2. The principle underlying the process of collective bargain- 
ing is a joint-determination of the employer-employee relationship. A 
suitable collective bargaining framework should, in the end, promote 
unity among the trade union leaders, inculcate among the workers a 
sense of self-reliance, self-confidence and discipline, and encourage the 
labour and the management to look to each other rather than to an 
outside agency for the settlement of their disputes. Not all, however, 
will agree that these virtues could be achieved overnight. Nor can 
we presume that they will follow mechanically from the adoption of 
a collective bargaining framework. In the field of human relation- 
ships we cannot establish an immutable law of cause and effect. To 
the extent to which these virtues already exist, they will themselves 
contribute to a successful development of a system of collective bargain- 
ing. In my view, it will be hazardous to be hasty and we shall invite a 
good deal of frustration if we lay excessive hope in the principle of 
joint determination. Besides, we should not ignore the wider reper- 
cussions of collective bargaining. In brief, as a critical supporter of 
this principle, I should like to focus attention on some of the limita- 
tions of collective bargaining methods and possible adverse reper- 
cussions that might result from an immediate and widespread adop- 
tion of the Giri Approach. In the discussion I have the Indian situa- 
tion in mind. 





* Op. cit., p. 13. 
7 Op. cit., p. 12. 
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3. The Giri Approach leads in a sense to a decentralised system 
of wage determination and of determining employer-employee rela- 
tionships.* Generally speaking, the system will work at a plant or 
company level and in some cases, at a regional-industry level. In a 
few cases, it may work at the national-industry level. The question is: 
are the advantages of such local private argeements regarding wages 
and other conditions of employment so enormous and do we vaiue them 
so highly as to commend a progressively rapid adoption of this 
approach ? We are talking about a deliberate attempt to change a 
particular system which at present is in vogue. If we suggest that the 
time is not yet ripe for a wholesale repiacement, we thereby do not rule 
out replacement of the present method, in individual instances, by 
voluntary agreements after mutual negotiations’. The law does not 
prohibit such agreements. If the presence of compulsory arbitration 
tends to militate against such agreements, it is no sufficient reason for 
its immediate abolition. The law should be so worked out that such 
individual instances are multiplied. For example, the generally pre- 
vailing impression that no sooner did the concilation proceedings break 
down than the case is automatically referred to adjudication could be 
removed by facilitating a sparing use of the Labour Commissioners’ 
authority to refer unresolved disputes to compulsory adjudication. 
When such a replacement from below becomes widespread, and when 
we shall have attained that level of industrial advance when the con- 
sequences of the failure to agree will be relatively less serious for the 
whole economy, the time will then be ripe to ask the State to withdraw. 
Again such a withdrawal will have to be selective not merely in the 
time-sense, but also in the industry-sense. In other words, it will have 
to depend upon the advance and stability attained by each individual 


* It is significant to note that the Workers’ Organisations in India have 
not always thought it prudent to abolish inter-union rivalries whenever such 
rivalries obstruct the adoption of the Giri Approach. On the other hand, 
in organised industries, they have been vocal in demanding the establish- 
ment of national wage boards, and the Central Government have already 
conceded their demands in the case of cotton textiles, sugar and cement. 
Inasmuch as the wage matters will be settled by the statutory wage boards 
and other conditions of employment through other laws, it is likely that 
the field for the operation of the collective bargaining procedures will be 
small. The methods of settling labour-management disputes by direct nego- 
tiations will not lose their importance for India. But in the Indian situa- 
tion, it is more appropriate to talk of developing a system of collective rela- 
tions rather than of evolving a widely practised framework of collective bar- 
gainning in the American sense. 

*In this context, it is pertinent to note that the suggestion of experi- 
menting for six months with the idea that the Government should not use 
its powers of referring disputes for compulsory adjudication placed by 
Mr. Nanda, Minister for Labour and Employment, Government of India, 
before the last Indian Labour Conference was rejected by a large majority. 
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industry on the one hand, and the significance and the number of 
cases in which private agreements have been successfully worked out 
on the other. 


The British example is often quoted in contrast to the method of 
compulsory arbitration. Britain has succeeded largely due to the fact 
that the British public has in general shown distrust of state interven- 
tion in local and economic matters. In India we have had no such 
tradition. If at all there has been any, it is for leaving as many things 
to the State as possible. The failure of the co-operative movement is 
an instance in point. We cannot, therefore, appeal to our past tradition 
of self-reliance and voluntary effort while advocating the adoption of 
a system of collective relations. We have rather to work for it gradual- 
ly as we have been doing in the field of co-operation itself. And while 
working for it, we need not altogether discard state help. 


There is also a danger of collective bargaining degenerating into 
class-conscious strife and wasteful trials of strength. It may, there- 
fore, reduce instead of increasing the chances of comparatively peace- 
ful industrial relations. Apart from the disparity in the bargaining 
strength of the two parties, one reason why state intervention in lab- 
our matters is upheld is for reducing the chances of deterioration in 
employer-employee relationships which may result in recurrent strikes, 
go slow tactices and lock-outs. At the present stage of industrial dev- 
elopment, we can ill-offord the resultant loss of output and delays in 
the attainment of output targets. 


4. The factors which have kept our trade union movement weak 
are also the factors which would hamper a successful working out of 
the collective bargaining experiment. The political orientation of the 
trade union leadership is often mentioned in this connection. There are 
also other factors, such as financial poverty of the trade unions, 
surplus labour, employers’ obstruction, lack of educated industrial 
work-force, etc. But we shall elaborate only on the political orienta- 
tion of the trade union leadership. Collective bargaining will not neces- 
sarily remove this political orientation. In India, unlike as it some- 
times happens in Great Britain, the flow of political ideas is not from 
trade unions towards political parties ; rather, political ideas have been 
given by the elite, and the latter, while not belonging to the working 
class have usually provided trade union leadership. And it is likely 
that the use of trade unions as instruments in furthering particular 
political ideologies may increase rather than diminish, collective 
bargaining or no collective bargaining. Taking a historical perspective, 
we are perhaps too late to be able to free our trade unions altogether 
from conditioning their tactics according to the political affiliations 
of union leaders. It is also not possible to dictate the workers to 
choose their leaders from among their ranks. It would be well if 
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they voluntarily do it ; however, there is no ground to believe that even 
if they did so, all such leaders will keep themselves isolated for long 
from the current ideological rivalries. If workers, as a class, acquire 
capacity of correctly visualising their real long-term interests, if they 
gain the wisdom of choosing only such leaders from their ranks who 
will actively further such interests alone, if they are able to dislodge 
those leaders who evidently fail to further these interests, and if they 
can gather such unity, discipline, and organised strength as to have 
one-shop unions, so necesary for unified trade union movement and 
effective bargaining, then perhaps our trade union movement will shed 
much of its political content. Even this assumes away the probable 
desire on the part of the workers themselves to struggle through their 
trade unions for a basic change in the institutional framework. Any- 
way, there are many ifs, and a long time must elapse before they can be 
solved. Collective bargaining would perhaps help the advance towards 
the above points. But to expect miracles from collective bargaining 
alone is a sure path to frustration. 


Adoption of a collective bargaining system will be hampered so 
long as there is trade union rivalry. Often, the employer cannot de- 
cide as to which union is representative enough for purposes of nego- 
tiation. It is very necessary, therefore, to evolve a machinery to deter- 
mine the majority representative status of unions. That must be done 
by secret ballot. The U.S. system is worth emulating. We too should 
have an agency, comparable to the National Labour Relations Board 
of the U.S.A. to certify after supervising secret ballot voting as to 
which union should act as a representative union. Such a union must 
be accepted as the only bargaining agency. Provided both the parties 
bargain in good faith, a sound collective bargaining system can dev- 
elop even in India; although we should be aware of certain limita- 
tions of that system. Firstly, the representative character may have to 
be ascertained at specific time intervals, say one year or two years. 
Agreements entered into by a particular bargaining union during any 
year and in currency when another union replaces the first, will have 
to be scrupulously observed by the succeeding union unless and until 
it succeeds in negotiating with the management a fresh agreement. 
This requires the development of sound collective bargaining practices 
which is a time-consuming process. This process will be the shorter, 
the sooner different trade unions develop a common way of looking 
at the fundamental questions which affect employer-employee relations. 
It may be that the peculiar conditions in India may not permit im- 
mediate adoption of the U.S. method on a large scale. However, a 
beginning in that direction is worth our attempt. 


Reference may be made here to the desirability of evolving a 
common outlook between the employers and trade unions on the em- 
ployer-employee relations in general and on the problems of product- 
ivity and workers’ welfare in particular. An identity of outlook on 























NOTES 161 


common problems would make for peace in industry and would mini- 
mise industrial conflict.’° 


Collective bargaining as practised in the U.S.A. is essentially a 
private process for determining wages and employment conditions. 
This process is not without risk that agreements acceptable to em- 
ployers and employees may be contrary to consumer interests as well 
as contrary to the long-term expansion of the enterprise or the indu- 
stry concerned. Whenever the employers habitually look to maximis- 
ing profits in minimum time and workers’ unions cause frequent work- 
stopages on flimsy grounds, a private process may lead: to employer- 
employee collusion contrary to consumer interests or to the larger in- 
terests.of the economy. It may be argued that the arbitration mach- 
inery approaches the question of settling industrial disputes more or 
less in a judicial manner, and it often leads to increased wage costs. 
However, there is no proof to show that such increased wage costs 
are necessarily more than the amount of costs which the private pro- 
cess will give. 


5. Collective bargaining may also come in the way of uniform 
labour and wage standards. The problem of wage differentials and 
disparities in working conditions, housing standards, etc. has a social 
and political significance in a poor developing economy characterised 
by large inequalities of incomes and wealth and by growing militancy 
of the working class. In a well-developed economy where the workers 
enjoy comparatively high standards of living such differences may not 
be so significant. Those differentials not justified by productivity or 
capacity to pay or some special circumstance will not necessarily be 
removed by collective bargaining. On the other hand, tripartite agree- 
ments such as those concerning standards of food, clothing and hous- 
ing arrived at the last Indian Labour Conference would assist gradual 
approach towards uniform standards. Uniform standards will not be 
deliberately attained in a system characterised by collective bargain- 
ing. They may or may not be attained. On the one hand, if they are 
attained, there is no sanction behind their continuance save the will- 
ingness of the parties concerned to do so. On the other, it is just as 
likely that disparities in wage and other standards will increase due 
to the differing capacities of different enterprises to offer concessions. 
This may happen even in the same region. This will create a social 
problem. Uniform standards attained through tripartite agreements or 
wage boards can permit justifiable regional or industrial variations. 
Such agreements could provide for not only uniformity in respect of 
minimum standards but also fair level standards and for similarity in 


1° There is, however, a danger of the identity of interests and views 
going so far as to lead to a collusion and thereby increase the cost to the 
community through higher prices or reduced rate of capital formation. Such 
unsupervised industrial peace may then contributed to a developing infla- 
tionery spiral and accentuate the misery of precisely those groups in the 
society whose misery provides the supporting pillar for this peace. 
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regard to the rate of advance towards living standards. This will 
minimize the discontent among workers caused by glaring disparities 
in standards of remuneration, working conditions, etc. in the same 
occupations and in the same regions. 


6. Where the parties have not acquired the level of understand- 
ing and skill necessary for successful negotiation, a large number of 
negotiations may fail to result in agreements. Our experience in col- 
lective bargaining is so limited that any immediate and complete 
break with the existing system is likely to cause frustration and will 
bring collective bargaining itself into disrepute, although not the col- 
lective bargaining framework but the parties to the dispute may be 
responsible for its failure. Compulsory arbitration is felt to be neces- 
sary to prevent any gap from arising in the industrial relations system. 
Frequent resort to compulsory arbitration and undue state apprehen- 
sion of industrial strife leading to the reference of an apprehended dis- 
pute to the adjudication machinery must be strongly discouraged. But 
the machinery itself need not be hastily scrapped. It is argued in fav- 
our of collective bargaining that it will inculcate in the employers 
and workers such virtues as a sense of responsibility, unity, discipline, 
the spirit of comprimise, etc. While agreeing with this view, we must 
point out that such virtues cannot be realised overnight.’ Even the 
U.S. and U.K., the countries often held as models in this respect, took 
several years and an altogther different socio-economic environment 
to reach the present stage of collective bargaining. With us the con- 
flicts are likely to be much more severe, the stake of the community 
much greater and the success of collective bargaining much slower. A 
prudent understanding of the possible repercussions, therefore, will 
make us cautious in scrapping the existing system and taking on an 
altogether unknown path. Underlying this plea is not the fear of tread- 
ing on a new path but the belief that in the initial stages of our ex- 
perimentation we should not be far distant from the known path. 
Let our experiment begin with individual cases and then let it spread 
wider. At the same time, we should keep reviewing in an objective 
manner the extent to which the existing methods of settling industrial 
disputes deserve to be replaced by other more effective methods of 
promoting industrial peace and harmony. 


Bombay B. C. Desai 


11 Tt is significant to note in this connection what Mr. Giri has to say 
about the disposition of workers and management to discuss rather than to 
dispute. He says: “The spirit of mutual negotiations is often lacking in 
this country. This is the result, on the one hand, of the desire on the 
part of many managements that they should not be frequently drawn into 
discussion on apparently never-ending disputes ; and, on the other, of the 
impatience of workers to secure redress of their grievances at some level 
or other. Neither workers nor employers have trained themselves to get 
the best results out of this simple method of settling disputes, which require 
firm faith in the efficacy of mutual negotiations. Both sides should train 
themselves to negotiate in ‘good faith.” Labour Problems in Indian 
Industry, p. 97. 







